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September 13, 2007

Internal Revenue Service
Form 990 Redesign, SE:T:EO
1111 Constitution Avenue, NW
Washington, D.C. 20224

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

Sponsored by the Franciscan Sisters of Mary and based in St. Louis, Missouri,
SSM Health Care is one of the largest Catholic health care systems in the
country. The system owns, manages and is affiliated with 20 hospitals and two
nursing homes in four states: Missouri, lllinois, Oklahoma, and Wisconsin.

More than 5,000 affiliated physicians and 24,000 employees work together to
provide a wide range of services including emergency care, rehabilitation,
pediatrics, home care, hospice, residential and skilled nursing care.

On behalf of our health care providers and employees, SSM Health Care
appreciates the opportunity to comment of the draft redesigned Form 990 and
select supplemental schedules.

Core Form

We have many concerns about the new core form and supplemental schedules
including the tight turnaround time for implementation of procedures to collect
and report the vast amount of detail required for the new form and schedules.
Many of our hospitals will need to complete as many as 14 schedules, and most
will have to fill out at least 8-10. This is an enormous, expensive and time-
consuming undertaking for tax-exempt hospitals. We think it is critical that
exempt organizations be given an opportunity to review the revised set of forms,
schedules and instructions in their entirety, with another 90-day review period
following the re-draft. The IRS should release the second draft with instructions in
2008, and provide another 90-day review period, with a final form release by
December 31, 2008.
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RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

¢ Part Il (Compensation and Other Financial Arrangements with Officers,
Directors, Trustees, Key Employees, Highly Compensated Employees, and
Independent Contractors), Section A requires information on key
employees, which term is defined in part based on the disqualified person
concept from the Section 4958 intermediate sanction regulations to include
a “person who manages a discrete segment or activity of the organization
that represents a substantial part of the activities, assets, income or
expenses of the organization, as compared to the organization as a whole.”
Consideration should be given to defining “substantial part” or including
examples in the instructions or glossary to help large organizations
determine employees who would fall under the broadened definition.
Hospitals could potentially have a large number of “key employees” if this
definition is not clear.

e Part ll, Section A requires an organization to list the city and state of
residence of each listed individual or organization. For hospitals and heath
care organizations in rural areas, providing this information could be
tantamount to providing an individual’'s home address.

e Part Il, Section A requires an organization to include reportable
compensation from “related organizations” for purposes of reporting the
compensation of former (within the last five years) directors, trustees,
officers and key employees or highest compensated employees. This
requirement adds a substantial burden to a large organization to track all
former directors, trustees, officers, key employees and highest
compensated employees over a six-year period. We believe combining this
requirement with a need to survey all related organizations to determine if
any such organization paid compensation to any individual in this group
requires efforts beyond the value the information would provide. We
believe that information on directors, trustees, officers, key employees or
highest compensated employees should look to current year only.

e Part Il, Section B, Lines 5a-f requires an organization to report the family
and business relationships of officers, directors, trustees or key employees
during a five-year look-back period. Hospital and health care organizations
often have boards of directors with as many as 30 members, and hundreds
of contracts. The collection and maintenance of documentation required to
respond to these questions will create excessive new burdens for
organizations, especially for organizations with large boards of directors.
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RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

Moreover, the instructions should clarify the duties of organizations to
collect such information going forward.

e Part Il, Section B, Line 9 requires an organization to report whether any
persons listed in Part A receive compensation from any source other than
the filing organization or a related organization for services rendered to the
organization. In its current form, this question requires organizations to
have or acquire access to information that is invasive of the privacy of such
individuals, and which they may not otherwise have. This question should
be clarified to address the extent to which an organization is required to
seek information regarding such compensation arrangements. Also, if a
listed person owns a business that does work for the hospital and is a
salaried employee of that business, what amount, if any, gets reported?

e Part lll (Statements Regarding Governance, Management, and Financial
Reporting), Line 2 requires an organization to report any significant
changes to its organizing or governing documents. The IRS should clarify
that this question would only cover changes to articles of incorporation and
bylaws and not other policies of the organization.

e Part lll, Line 3b requires an organization to report the number of
“transactions” the organization reviewed under its conflict of interest policy.
The instructions or glossary should be revised to include a definition for
“transactions.” Responding with a zero or a very high number of
transactions could create a misleading, negative connotation because the
meaning of any numerical response will depend on the organization and its
policy. We believe meaningful information would be provided if the
question were revised to ask whether the organization engaged in any
transactions that were subject to the policy but were not reviewed under the

policy.

e Part Ill, Line 10 asks whether an organization’s governing body reviewed the
Form 990 before it was filed. If this question signals an expected standard,
it is overly burdensome, particularly for large hospital systems, which may
have dozens of hospitals and related entities for which returns are being
filed. Further, the draft form does not provide a definition of “review,” which
should be added to the instructions or glossary. It is unclear whether the
question is whether the Form 990 was provided to its governing body or
whether each member, or a subset, of its governing body has certified that
it has reviewed the form. In clarifying what is meant by “review,” the IRS
also should consider that boards of directors of public companies are not
required to review or certify tax filings under the Sarbanes-Oxley Act.
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RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

e Part VII, Lines 11 and 12 require an organization to report whether it has a
written policy or procedure for reviewing the organization’s investments and
safeguarding its exempt status with respect to transactions and
arrangements with related organizations. To the extent the IRS intends to
develop sample written policies, we suggest that the IRS solicit input from
members of the tax-exempt sector with respect to the content and form of
such written policies.

Schedule D (Supplemental Financial Statements)

e Parts | and Ill: Passive investments should be excluded from this schedule
and the listing of securities individually is extremely burdensome for large
organizations. It is not clear how an ownership interest in the commingled
funds of related organizations should be disclosed.

o Part VII (Other Liabilities) requires organizations to describe and list the
book value of any other liabilities, including federal income tax liabilities, not
reportable in the defined categories on Part VI (Balance Sheet) of the core
form. Part VIl also requires organizations to provide the text of the footnote
to the organization’s financial statements that report the organization’s
liability for uncertain tax positions under FIN 48. Disclosing the text of
footnotes relating to uncertain tax positions in isolation could be misleading.
Organizations should be given the opportunity to explain such footnotes or
to attach their entire financial statement.

Schedule H (Hospitals)

The hospital community has demonstrated in many ways its commitment to
transparency. However, even under ideal conditions, the burden of reconfiguring
financial and data recordkeeping systems to capture by January 1, 2008 the
substantial amount of information required just for Schedule H is a daunting task.
It is made virtually impossible without the necessary instructions, definitions and
worksheets that the IRS does not expect to finalize until the following June. Even
if the IRS completes the revised form and instructions before June 2008, it is
impossible for hospitals to predict what will need to be changed to permit data
collection by January 1, 2008. Given the number of concerns and questions
about Schedule H, we urge the IRS to provide a second draft in 2008, followed
by a review period, with a goal of finalizing the schedule and instructions by
December 31, 2008. That would give hospitals all of 2009 to revise their financial
and data record-keeping systems so that they accurately capture the new
information that would be reported for tax year 2010.

Page 4 of 12





SSM Health Care
Page 5 of 12

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

Medicare Underpayments and Bad Debt — Community Benefit

The IRS should incorporate the full value of the community benefit that hospitals
provide by counting Medicare underpayments as quantifiable community benefit
and modifying the chart, instructions and worksheets accordingly. That is
because:

e Providing care for the elderly and serving Medicare patients is an essential
part of the community benefit standard.

e Medicare, like Medicaid, does not pay the full cost of care. The Medicare
Payment Advisory Commission (MedPAC) in its March 2007 report to
Congress cautioned that underpayment will get even worse, with margins
reaching a 10-year low at negative 5.4 percent.

* Many Medicare beneficiaries, like their Medicaid counterparts, are poor.
According to MedPAC’s June 2007 Data Book on Healthcare Spending and
the Medicare Program, approximately 49 percent of the Medicare
population in 2004 had income at or below 200 percent of the federal
poverty level. Many of those Medicare beneficiaries are also eligible for
Medicaid -- so-called ‘dual eligibles.” There is every compelling public
policy reason to treat Medicare and Medicaid underpayments alike.
Medicare underpayment must be shouldered by the hospital in order to
continue treating the community’s elderly and poor. These underpayments
represent a real cost of serving the community and should count as a
quantifiable community benefit. Patient bad debt is a community benefit.
Like Medicare underpayment, there also are compelling reasons that
patient bad debt should be counted as quantifiable community benefit.

e A significant majority of bad debt is attributable to low-income patients, who,
for many reasons, decline requests to complete the forms required to
establish eligibility for hospitals’ charity care or financial assistance
programs. A 2006 Congressional Budget Office (CBO) report, Nonprofit
Hospitals and the Provision of Community Benefits, cited two studies
indicating that “the great majority of bad debt was attributable to patients
with incomes below 200% of the federal poverty line.”

e The CBO concluded that its findings “support the validity of the use of
uncompensated care [bad debt and charity care] as a measure of
community benefits”. The experience of hospitals around the nation
reinforces that the findings are generalizable across the industry. Despite
hospitals’ best efforts, patient bad debt is a fact of life. The IRS should not
ignore it or attribute it to a lack of industry on the part of the tax-exempt
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RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

hospital community. It is, rather, part of the evolving burden hospitals must
shoulder in helping patients who, for many reasons, decline to take
advantage of available financial assistance. It is a real cost of serving the
community and the IRS should recognize any reasonable method to count
patient bad debt as a quantifiable community benefit.

Eliminate Questions Unrelated to Community Benefit

The proposed chart on draft Schedule H, Part |l relating to billing should be
eliminated for many reasons. First, because the information sought in the chart
has no relationship to the community benefit standard, it does not contribute to
the IRS’ goal of promoting compliance. Second, the data requested could be
competitively sensitive. In markets across the country that are characterized by a
shrinking number of health insurance plans, providing information about
discounts could reveal confidential information on the rates negotiated with
insurers.

Other Recommended Improvements to the Form:

e For a number of questions, including those pertaining to assessing
community health needs, community benefit reports and charity care
policies, the amount of space provided may not be sufficient to fully
describe the hospital’s activities, programs or policies,. We recommend
that the IRS permit (not require) the insertion of live links to such
information on a hospital Web site, or allow attachments. The IRS already
allows attachments to draft Form 990 and should do so here or permit live
links.

» Questions on management companies and joint ventures should be
combined on one form or eliminated. In the draft form, hospitals are
required to provide information about joint ventures in three different forms:
Form 990, Schedule H and Schedule R. This redundancy does nothing to
enhance transparency or minimize burden. As a result, these questions
should be eliminated from Schedule H.

e If these questions are significant to the IRS, then the entire tax-exempt
sector should be required to respond to them. Questions on potential
private inurement or benefit arising from ventures, for example, pertain to all
exempt organizations, not just hospitals. It is unfair to hospitals, and
ultimately to those who use the information provided, to limit those
questions to Schedule H.
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» \Who must file should be clarified. As drafted, all organizations that respond
“‘yes” to the question “Did the organization operate, or maintain a facility to
provide hospital or medical care?” must complete Schedule H. This
question is too broad and will sweep up facilities that are not hospitals. A
definition of “hospital” should be added as follows:

“A hospital is a health care organization that has a governing body, an
organized medical staff and professional staff, and inpatient facilities and
provides medical, nursing, and related services for ill and injured patients
24 hours per day, seven days per week. A hospital is a facility (and all of its
components) that is licensed in its state as one of the following:

a. hospital

b. chronic disease hospital or hospital for treating certain disease

categories

rehabilitation hospital

acute long term care hospital
children's hospital
psychiatric hospital

g. research hospital

=0 oo

“A hospital does not include:
a. a nursing facility (including a skilled nursing facility, convalescent
home, or home for the aged)
b. free standing outpatient clinic
c. community mental health or drug treatment/rehabilitation center
d. physicians' offices
e, facility for mentally retarded/developmentally disabled
f. facility for treating alcohol and drug abuse
g. hospital wing of a school, prison or convent
h. faculty practice plan”

e The question on charity care policies should be reformulated. The question
now labeled 13b on charity care policies should be revised to include in the
description whether the organization (a) bases eligibility for free or
discounted care on federal poverty guidelines, income or asset levels, (b)
applies such policy to all of its facilities and allows its facilities to adapt its

policy to particular community or individual needs, and (c) budgets annually
for charity care.
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Hospitals are often faced with situations where patients in need don’t neatly
fit into a predetermined category, and hospitals need to deviate from their
policies to provide assistance. The question should anticipate that hospital
policies will need to be flexible enough to accommodate those situations.

e As drafted, Schedule H must be completed in the aggregate for all
facilities/hospitals under a single EIN. Part IV Facility Information asks for
each “facility” to be listed. Filers with multiple hospitals under a single EIN
should have the option to complete Schedule H on either an aggregate
basis or by completing it for each hospital included in the EIN.

e Line 12a should be revised to ask whether the organization or a related
organization prepares an annual community benefit report. This reflects the
fact that, within a health system, an affiliated foundation of a hospital or the
parent holding company may actually prepare a system-wide or hospital-
specific community benefit report on behalf of the hospital.

e The facility chart requires that the programs be described for each facility.
This information could amount to multiple pages for many hospitals. The
chart should be Internal Revenue Service streamlined to ask only for the
name and address of the facility in column A and for the “type” of facility in
column B.

Schedule J (Supplemental Compensation Information)

e Schedule J requires an organization to report supplemental compensation
information with respect to listed persons from Part Il of the core form.
There still seems to be confusion about who gets reported on Schedule J,
so the instructions should further clarify the individuals for whom such
information must be reported.

e Line 1, column (D) requires an organization to report the amount of non-
taxable fringe benefits provided to the listed persons in column (A). The
instructions seem to even require reporting of de minimis fringe benefits,
which by definition under the Internal Revenue Code, are “so small as to
make accounting for it unreasonable or administratively impracticable.” The
instructions should follow the current Form 990, which allows de minimis
fringe benefits to be excluded. The instructions or the compensation matrix
also should include examples of nontaxable fringe benefits that physicians
would typically be issued as part of providing services at a hospital (e.g.,
pagers, cell phones and other similar items), or this requirement should be
eliminated.
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e Line 1, Column (E) requires an organization to report the amount of all
expense reimbursements, and allowances provided for expenses, that are
not included on a recipient’'s W-2. It is completely misleading to report such
amounts on Schedule J, which is intended to disclose compensation
amounts. Expense reimbursements under accountable plans that do not
result in income to the recipient should not have to be reported on Schedule
dl.

Schedule K (Supplemental Information on Tax Exempt Bonds)

We are particularly concerned about Schedule K because of the burden
associated with this schedule are akin to a full-scale audit, costing, potentially,
millions of dollars. Schedule K requires an organization to report supplemental
information for each outstanding bond issue with an aggregate principal amount
in excess of $100,000 on the last day of the taxable year. Due to the scope of
information required for reportable tax exempt bonds, the IRS should delay
implementation of Schedule K (along with all of the Form 990) until 2010 so that
organizations will have sufficient time to complete the analyses required for
reporting the new information on the schedule. Also, since the schedule asks for
information regarding all bonds outstanding on the last day of the taxable year,
no matter how long ago the bonds were issued, organizations may not have all of
the requested information because there was no notice at the time the bonds
were issued that the organization would be required to report such information to
the IRS. Accordingly, the IRS should provide a "grandfather" provision under
which information is required to be reported only for bonds issued after the date
that the redesigned Form 990 was made public. Also, in light of the IRS' recently
announced post-issuance compliance check program, the IRS should consider
delaying finalization of this Schedule until the IRS has analyzed the responses to
the questionnaires being sent out as part of the program.

o Part | requires extensive information for each outstanding tax-exempt bond
issue with a principal amount greater than $100,000 on the last day of the
tax year. This section is enormously burdensome and needs to be
streamlined. First, the IRS should recognize that much of the information
requested here is already available through Form 8038, Information Return
for Tax Exempt Private Activity Bond Issues, which is filed when the bonds
are issued. Requests for information already reported should be eliminated.
Part I, columns F and G, in particular, represent a particular burden for
hospitals. For example, for bonds with large principal amounts that funded
multiple projects, including buildings and equipment, requiring information
on the date that each project and financed piece of equipment was placed
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into service difficult and burdensome to provide. Similarly, data on items
financed on outstanding bonds issued years earlier will require many hours
of research into the property records.

e Part Il requires the provision of information on bond proceeds. If funds are
used to refinance an issue, it should not be necessary to report how the
proceeds of the prior issue were spent. Alternatively, the instructions should
reduce the burden associated with reporting this information by, for
example, limiting how far an organization must go back when a bond is
used to refund a prior issue. In addition, the current IRS regulations permit
an organization that funds projects with a mixture of equity and bond
proceeds to wait 18 months after facilities are placed into service to allocate
the sources of those funds to particular costs. That means, at the time an
organization may be required to file this schedule, there may not be a final
allocation. The instructions for the form should reconcile this inconsistency
in favor of delayed reporting.

o Part lll requires an organization to report information about private use of
tax-exempt bonds. The instructions should clarify that aggregate reporting
for private business use is contemplated and the IRS should consider
permitting organizations to report private business use as not exceeding a
stated de minimis percentage. And, Part lll could be streamlined if it
allowed organizations to limit the reporting of contracts to those that do not
meet the "safe harbors" described in Revenue Procedures 97-13 or 97-14.
Question 4 should be re-written, as it does not take into consideration that a
hospital may be meeting such “safe harbor” requirements, which would
make the percentage computation unnecessary. Also, question 5a,
requesting information about all other "use" by other than a 501(c)(3)
organization or state or local government is overly broad, as it would
presumably include use that is not treated as private use, such as incidental
use or use on the same basis as the general public. Additionally, questions
4 and 5 could result in misleading answers, as they fail to anticipate that
these percentages may change from year to year and that the proper
measure of usage would be the entire term of the bond.

e Part IV requires an organization to report information about the
compensation of third parties who provide services related to bond
issuances and whether such parties were selected using a “formal selection
process.” The instructions should clarify what is meant by a “formal
selection process” and should permit organizations to rely on selections that
involved advice of bond counsel and/or a qualified underwriter with a
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reasonable review of qualifications. In addition, a threshold amount for
reportable transactions should be added.

Schedule N (Liquidation, Termination, dissolution or Significant
Disposition of Assets)

¢ Clarification is needed as to whether transfers to a wholly owned limited
liability company that is disregarded as separate from the tax-exempt filing
organization need to be reported.

¢ Clarification is needed as to whether transfers for “full and adequate
consideration” that are excluded from the definition of “substantial
contraction” still need to be reported as a disposition of net assets.

Schedule R (Related Organizations)

The following comments relate to Part V — Transactions with Related
Organizations.

e For multi-hospital systems such as SSM Health Care, Schedule R is
extremely burdensome. At a minimum, the definition of “related” needs
further review and consideration, as there are many definitions of the term
that might have been used.

e Part V requires an organization to report whether it engaged in certain
transactions or transfers with related organizations, including related
501(c)(3) organizations. The instructions carve out transactions between
501(c)(3) organizations where the only transactions between the
organizations were gifts or grants. This instruction should be revised to
allow transfers that are gifts and grants to be excluded, even where the
organizations have other transactions such as leasing or services
arrangements.

¢ The definition of “transfer” in the instructions should be revised as follows: A
transfer includes any conveyance of funds or property, whether or not for
consideration, except for gifts or grants between related 501(c)(3)
organizations.

e The compliance burden from this section is expected to be significant. SSM
Health Care has numerous arrangements between its entities involving the
performance of certain centralized services, leasing or sharing of facilities,
equipment or employees, cost reimbursement etc. By way of example, a
typical 501(c)(3) health system could have hundreds of transactions to
report under Part V. We understand that certain questions on this schedule
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are in response to Section 1205 of the Pension Protection Act (PPA).
However, Schedule R exceeds what is required under the PPA. The
information on transactions between related 501(c)(3) organizations should
be limited to transfers that could result in UBIT under the controlled entity
rule of Section 512(b)(13). Other transactions between related 501(¢c)(3)
organizations do not raise compliance, exemption, tax or other concerns
and should not need to be reported.

e The instructions for column (C) require the amount involved in each
transaction to be reported, which is defined as the fair market value of the
services, cash and other assets provided by the organization or the fair
market value received, whichever is higher. This instruction seems to
require even related 501(c)(3) organizations that have cost reimbursement
arrangements to determine the fair market value for these arrangements,
which creates a significant valuation burden for arrangements that should
not even need to be reported.

We appreciate the opportunity to submit comments; we especially appreciate the
IRS’ effort to reach out to the hospital community and better understand its

concerns.
Kns Zimmer %Mkh

Senior Vice President — Finance
SSM Health Care

Slncereiy.
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nursing homes in four states: Missouri, lllinois, Oklahoma, and Wisconsin.
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We have many concerns about the new core form and supplemental schedules
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¢ Part Il (Compensation and Other Financial Arrangements with Officers,
Directors, Trustees, Key Employees, Highly Compensated Employees, and
Independent Contractors), Section A requires information on key
employees, which term is defined in part based on the disqualified person
concept from the Section 4958 intermediate sanction regulations to include
a “person who manages a discrete segment or activity of the organization
that represents a substantial part of the activities, assets, income or
expenses of the organization, as compared to the organization as a whole.”
Consideration should be given to defining “substantial part” or including
examples in the instructions or glossary to help large organizations
determine employees who would fall under the broadened definition.
Hospitals could potentially have a large number of “key employees” if this
definition is not clear.

e Part ll, Section A requires an organization to list the city and state of
residence of each listed individual or organization. For hospitals and heath
care organizations in rural areas, providing this information could be
tantamount to providing an individual’'s home address.

e Part Il, Section A requires an organization to include reportable
compensation from “related organizations” for purposes of reporting the
compensation of former (within the last five years) directors, trustees,
officers and key employees or highest compensated employees. This
requirement adds a substantial burden to a large organization to track all
former directors, trustees, officers, key employees and highest
compensated employees over a six-year period. We believe combining this
requirement with a need to survey all related organizations to determine if
any such organization paid compensation to any individual in this group
requires efforts beyond the value the information would provide. We
believe that information on directors, trustees, officers, key employees or
highest compensated employees should look to current year only.

e Part Il, Section B, Lines 5a-f requires an organization to report the family
and business relationships of officers, directors, trustees or key employees
during a five-year look-back period. Hospital and health care organizations
often have boards of directors with as many as 30 members, and hundreds
of contracts. The collection and maintenance of documentation required to
respond to these questions will create excessive new burdens for
organizations, especially for organizations with large boards of directors.
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Moreover, the instructions should clarify the duties of organizations to
collect such information going forward.

e Part Il, Section B, Line 9 requires an organization to report whether any
persons listed in Part A receive compensation from any source other than
the filing organization or a related organization for services rendered to the
organization. In its current form, this question requires organizations to
have or acquire access to information that is invasive of the privacy of such
individuals, and which they may not otherwise have. This question should
be clarified to address the extent to which an organization is required to
seek information regarding such compensation arrangements. Also, if a
listed person owns a business that does work for the hospital and is a
salaried employee of that business, what amount, if any, gets reported?

e Part lll (Statements Regarding Governance, Management, and Financial
Reporting), Line 2 requires an organization to report any significant
changes to its organizing or governing documents. The IRS should clarify
that this question would only cover changes to articles of incorporation and
bylaws and not other policies of the organization.

e Part lll, Line 3b requires an organization to report the number of
“transactions” the organization reviewed under its conflict of interest policy.
The instructions or glossary should be revised to include a definition for
“transactions.” Responding with a zero or a very high number of
transactions could create a misleading, negative connotation because the
meaning of any numerical response will depend on the organization and its
policy. We believe meaningful information would be provided if the
question were revised to ask whether the organization engaged in any
transactions that were subject to the policy but were not reviewed under the

policy.

e Part lll, Line 10 asks whether an organization’s governing body reviewed the
Form 990 before it was filed. If this question signals an expected standard,
it is overly burdensome, particularly for large hospital systems, which may
have dozens of hospitals and related entities for which returns are being
filed. Further, the draft form does not provide a definition of “review,” which
should be added to the instructions or glossary. It is unclear whether the
question is whether the Form 990 was provided to its governing body or
whether each member, or a subset, of its governing body has certified that
it has reviewed the form. In clarifying what is meant by “review,” the IRS
also should consider that boards of directors of public companies are not
required to review or certify tax filings under the Sarbanes-Oxley Act.
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e Part VII, Lines 11 and 12 require an organization to report whether it has a
written policy or procedure for reviewing the organization’s investments and
safeguarding its exempt status with respect to transactions and
arrangements with related organizations. To the extent the IRS intends to
develop sample written policies, we suggest that the IRS solicit input from
members of the tax-exempt sector with respect to the content and form of
such written policies.

Schedule D (Supplemental Financial Statements)

e Parts | and Ill: Passive investments should be excluded from this schedule
and the listing of securities individually is extremely burdensome for large
organizations. It is not clear how an ownership interest in the commingled
funds of related organizations should be disclosed.

o Part VII (Other Liabilities) requires organizations to describe and list the
book value of any other liabilities, including federal income tax liabilities, not
reportable in the defined categories on Part VI (Balance Sheet) of the core
form. Part VIl also requires organizations to provide the text of the footnote
to the organization’s financial statements that report the organization’s
liability for uncertain tax positions under FIN 48. Disclosing the text of
footnotes relating to uncertain tax positions in isolation could be misleading.
Organizations should be given the opportunity to explain such footnotes or
to attach their entire financial statement.

Schedule H (Hospitals)

The hospital community has demonstrated in many ways its commitment to
transparency. However, even under ideal conditions, the burden of reconfiguring
financial and data recordkeeping systems to capture by January 1, 2008 the
substantial amount of information required just for Schedule H is a daunting task.
It is made virtually impossible without the necessary instructions, definitions and
worksheets that the IRS does not expect to finalize until the following June. Even
if the IRS completes the revised form and instructions before June 2008, it is
impossible for hospitals to predict what will need to be changed to permit data
collection by January 1, 2008. Given the number of concerns and questions
about Schedule H, we urge the IRS to provide a second draft in 2008, followed
by a review period, with a goal of finalizing the schedule and instructions by
December 31, 2008. That would give hospitals all of 2009 to revise their financial
and data record-keeping systems so that they accurately capture the new
information that would be reported for tax year 2010.
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Medicare Underpayments and Bad Debt — Community Benefit

The IRS should incorporate the full value of the community benefit that hospitals
provide by counting Medicare underpayments as quantifiable community benefit
and modifying the chart, instructions and worksheets accordingly. That is
because:

e Providing care for the elderly and serving Medicare patients is an essential
part of the community benefit standard.

e Medicare, like Medicaid, does not pay the full cost of care. The Medicare
Payment Advisory Commission (MedPAC) in its March 2007 report to
Congress cautioned that underpayment will get even worse, with margins
reaching a 10-year low at negative 5.4 percent.

* Many Medicare beneficiaries, like their Medicaid counterparts, are poor.
According to MedPAC’s June 2007 Data Book on Healthcare Spending and
the Medicare Program, approximately 49 percent of the Medicare
population in 2004 had income at or below 200 percent of the federal
poverty level. Many of those Medicare beneficiaries are also eligible for
Medicaid -- so-called ‘dual eligibles.” There is every compelling public
policy reason to treat Medicare and Medicaid underpayments alike.
Medicare underpayment must be shouldered by the hospital in order to
continue treating the community’s elderly and poor. These underpayments
represent a real cost of serving the community and should count as a
quantifiable community benefit. Patient bad debt is a community benefit.
Like Medicare underpayment, there also are compelling reasons that
patient bad debt should be counted as quantifiable community benefit.

e A significant majority of bad debt is attributable to low-income patients, who,
for many reasons, decline requests to complete the forms required to
establish eligibility for hospitals’ charity care or financial assistance
programs. A 2006 Congressional Budget Office (CBO) report, Nonprofit
Hospitals and the Provision of Community Benefits, cited two studies
indicating that “the great majority of bad debt was attributable to patients
with incomes below 200% of the federal poverty line.”

e The CBO concluded that its findings “support the validity of the use of
uncompensated care [bad debt and charity care] as a measure of
community benefits”. The experience of hospitals around the nation
reinforces that the findings are generalizable across the industry. Despite
hospitals’ best efforts, patient bad debt is a fact of life. The IRS should not
ignore it or attribute it to a lack of industry on the part of the tax-exempt
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hospital community. It is, rather, part of the evolving burden hospitals must
shoulder in helping patients who, for many reasons, decline to take
advantage of available financial assistance. It is a real cost of serving the
community and the IRS should recognize any reasonable method to count
patient bad debt as a quantifiable community benefit.

Eliminate Questions Unrelated to Community Benefit

The proposed chart on draft Schedule H, Part |l relating to billing should be
eliminated for many reasons. First, because the information sought in the chart
has no relationship to the community benefit standard, it does not contribute to
the IRS’ goal of promoting compliance. Second, the data requested could be
competitively sensitive. In markets across the country that are characterized by a
shrinking number of health insurance plans, providing information about
discounts could reveal confidential information on the rates negotiated with
insurers.

Other Recommended Improvements to the Form:

e For a number of questions, including those pertaining to assessing
community health needs, community benefit reports and charity care
policies, the amount of space provided may not be sufficient to fully
describe the hospital’s activities, programs or policies,. We recommend
that the IRS permit (not require) the insertion of live links to such
information on a hospital Web site, or allow attachments. The IRS already
allows attachments to draft Form 990 and should do so here or permit live
links.

» Questions on management companies and joint ventures should be
combined on one form or eliminated. In the draft form, hospitals are
required to provide information about joint ventures in three different forms:
Form 990, Schedule H and Schedule R. This redundancy does nothing to
enhance transparency or minimize burden. As a result, these questions
should be eliminated from Schedule H.

e If these questions are significant to the IRS, then the entire tax-exempt
sector should be required to respond to them. Questions on potential
private inurement or benefit arising from ventures, for example, pertain to all
exempt organizations, not just hospitals. It is unfair to hospitals, and
ultimately to those who use the information provided, to limit those
questions to Schedule H.
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» \Who must file should be clarified. As drafted, all organizations that respond
“‘yes” to the question “Did the organization operate, or maintain a facility to
provide hospital or medical care?” must complete Schedule H. This
question is too broad and will sweep up facilities that are not hospitals. A
definition of “hospital” should be added as follows:

“A hospital is a health care organization that has a governing body, an
organized medical staff and professional staff, and inpatient facilities and
provides medical, nursing, and related services for ill and injured patients
24 hours per day, seven days per week. A hospital is a facility (and all of its
components) that is licensed in its state as one of the following:

a. hospital

b. chronic disease hospital or hospital for treating certain disease

categories

rehabilitation hospital

acute long term care hospital
children's hospital
psychiatric hospital

g. research hospital

=0 oo

“A hospital does not include:
a. a nursing facility (including a skilled nursing facility, convalescent
home, or home for the aged)
b. free standing outpatient clinic
c. community mental health or drug treatment/rehabilitation center
d. physicians' offices
e, facility for mentally retarded/developmentally disabled
f. facility for treating alcohol and drug abuse
g. hospital wing of a school, prison or convent
h. faculty practice plan”

e The question on charity care policies should be reformulated. The question
now labeled 13b on charity care policies should be revised to include in the
description whether the organization (a) bases eligibility for free or
discounted care on federal poverty guidelines, income or asset levels, (b)
applies such policy to all of its facilities and allows its facilities to adapt its

policy to particular community or individual needs, and (c) budgets annually
for charity care.
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Hospitals are often faced with situations where patients in need don’t neatly
fit into a predetermined category, and hospitals need to deviate from their
policies to provide assistance. The question should anticipate that hospital
policies will need to be flexible enough to accommodate those situations.

e As drafted, Schedule H must be completed in the aggregate for all
facilities/hospitals under a single EIN. Part IV Facility Information asks for
each “facility” to be listed. Filers with multiple hospitals under a single EIN
should have the option to complete Schedule H on either an aggregate
basis or by completing it for each hospital included in the EIN.

e Line 12a should be revised to ask whether the organization or a related
organization prepares an annual community benefit report. This reflects the
fact that, within a health system, an affiliated foundation of a hospital or the
parent holding company may actually prepare a system-wide or hospital-
specific community benefit report on behalf of the hospital.

e The facility chart requires that the programs be described for each facility.
This information could amount to multiple pages for many hospitals. The
chart should be Internal Revenue Service streamlined to ask only for the
name and address of the facility in column A and for the “type” of facility in
column B.

Schedule J (Supplemental Compensation Information)

e Schedule J requires an organization to report supplemental compensation
information with respect to listed persons from Part Il of the core form.
There still seems to be confusion about who gets reported on Schedule J,
so the instructions should further clarify the individuals for whom such
information must be reported.

e Line 1, column (D) requires an organization to report the amount of non-
taxable fringe benefits provided to the listed persons in column (A). The
instructions seem to even require reporting of de minimis fringe benefits,
which by definition under the Internal Revenue Code, are “so small as to
make accounting for it unreasonable or administratively impracticable.” The
instructions should follow the current Form 990, which allows de minimis
fringe benefits to be excluded. The instructions or the compensation matrix
also should include examples of nontaxable fringe benefits that physicians
would typically be issued as part of providing services at a hospital (e.g.,
pagers, cell phones and other similar items), or this requirement should be
eliminated.
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e Line 1, Column (E) requires an organization to report the amount of all
expense reimbursements, and allowances provided for expenses, that are
not included on a recipient’'s W-2. It is completely misleading to report such
amounts on Schedule J, which is intended to disclose compensation
amounts. Expense reimbursements under accountable plans that do not
result in income to the recipient should not have to be reported on Schedule
J.

Schedule K (Supplemental Information on Tax Exempt Bonds)

We are particularly concerned about Schedule K because of the burden
associated with this schedule are akin to a full-scale audit, costing, potentially,
millions of dollars. Schedule K requires an organization to report supplemental
information for each outstanding bond issue with an aggregate principal amount
in excess of $100,000 on the last day of the taxable year. Due to the scope of
information required for reportable tax exempt bonds, the IRS should delay
implementation of Schedule K (along with all of the Form 990) until 2010 so that
organizations will have sufficient time to complete the analyses required for
reporting the new information on the schedule. Also, since the schedule asks for
information regarding all bonds outstanding on the last day of the taxable year,
no matter how long ago the bonds were issued, organizations may not have all of
the requested information because there was no notice at the time the bonds
were issued that the organization would be required to report such information to
the IRS. Accordingly, the IRS should provide a "grandfather" provision under
which information is required to be reported only for bonds issued after the date
that the redesigned Form 990 was made public. Also, in light of the IRS' recently
announced post-issuance compliance check program, the IRS should consider
delaying finalization of this Schedule until the IRS has analyzed the responses to
the questionnaires being sent out as part of the program.

o Part | requires extensive information for each outstanding tax-exempt bond
issue with a principal amount greater than $100,000 on the last day of the
tax year. This section is enormously burdensome and needs to be
streamlined. First, the IRS should recognize that much of the information
requested here is already available through Form 8038, Information Return
for Tax Exempt Private Activity Bond Issues, which is filed when the bonds
are issued. Requests for information already reported should be eliminated.
Part I, columns F and G, in particular, represent a particular burden for
hospitals. For example, for bonds with large principal amounts that funded
multiple projects, including buildings and equipment, requiring information
on the date that each project and financed piece of equipment was placed

Page 9 of 12



SSM Health Care
Page 10 of 12

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

into service difficult and burdensome to provide. Similarly, data on items
financed on outstanding bonds issued years earlier will require many hours
of research into the property records.

e Part Il requires the provision of information on bond proceeds. If funds are
used to refinance an issue, it should not be necessary to report how the
proceeds of the prior issue were spent. Alternatively, the instructions should
reduce the burden associated with reporting this information by, for
example, limiting how far an organization must go back when a bond is
used to refund a prior issue. In addition, the current IRS regulations permit
an organization that funds projects with a mixture of equity and bond
proceeds to wait 18 months after facilities are placed into service to allocate
the sources of those funds to particular costs. That means, at the time an
organization may be required to file this schedule, there may not be a final
allocation. The instructions for the form should reconcile this inconsistency
in favor of delayed reporting.

o Part lll requires an organization to report information about private use of
tax-exempt bonds. The instructions should clarify that aggregate reporting
for private business use is contemplated and the IRS should consider
permitting organizations to report private business use as not exceeding a
stated de minimis percentage. And, Part lll could be streamlined if it
allowed organizations to limit the reporting of contracts to those that do not
meet the "safe harbors" described in Revenue Procedures 97-13 or 97-14.
Question 4 should be re-written, as it does not take into consideration that a
hospital may be meeting such “safe harbor” requirements, which would
make the percentage computation unnecessary. Also, question 5a,
requesting information about all other "use" by other than a 501(c)(3)
organization or state or local government is overly broad, as it would
presumably include use that is not treated as private use, such as incidental
use or use on the same basis as the general public. Additionally, questions
4 and 5 could result in misleading answers, as they fail to anticipate that
these percentages may change from year to year and that the proper
measure of usage would be the entire term of the bond.

e Part IV requires an organization to report information about the
compensation of third parties who provide services related to bond
issuances and whether such parties were selected using a “formal selection
process.” The instructions should clarify what is meant by a “formal
selection process” and should permit organizations to rely on selections that
involved advice of bond counsel and/or a qualified underwriter with a
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reasonable review of qualifications. In addition, a threshold amount for
reportable transactions should be added.

Schedule N (Liquidation, Termination, dissolution or Significant
Disposition of Assets)

¢ Clarification is needed as to whether transfers to a wholly owned limited
liability company that is disregarded as separate from the tax-exempt filing
organization need to be reported.

o Clarification is needed as to whether transfers for “full and adequate
consideration” that are excluded from the definition of “substantial
contraction” still need to be reported as a disposition of net assets.

Schedule R (Related Organizations)

The following comments relate to Part V — Transactions with Related
Organizations.

e For multi-hospital systems such as SSM Health Care, Schedule R is
extremely burdensome. At a minimum, the definition of “related” needs
further review and consideration, as there are many definitions of the term
that might have been used.

e Part V requires an organization to report whether it engaged in certain
transactions or transfers with related organizations, including related
501(c)(3) organizations. The instructions carve out transactions between
501(c)(3) organizations where the only transactions between the
organizations were gifts or grants. This instruction should be revised to
allow transfers that are gifts and grants to be excluded, even where the
organizations have other transactions such as leasing or services
arrangements.

¢ The definition of “transfer” in the instructions should be revised as follows: A
transfer includes any conveyance of funds or property, whether or not for
consideration, except for gifts or grants between related 501(c)(3)
organizations.

e The compliance burden from this section is expected to be significant. SSM
Health Care has numerous arrangements between its entities involving the
performance of certain centralized services, leasing or sharing of facilities,
equipment or employees, cost reimbursement etc. By way of example, a
typical 501(c)(3) health system could have hundreds of transactions to
report under Part V. We understand that certain questions on this schedule
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are in response to Section 1205 of the Pension Protection Act (PPA).
However, Schedule R exceeds what is required under the PPA. The
information on transactions between related 501(c)(3) organizations should
be limited to transfers that could result in UBIT under the controlled entity
rule of Section 512(b)(13). Other transactions between related 501(c)(3)
organizations do not raise compliance, exemption, tax or other concerns
and should not need to be reported.

e The instructions for column (C) require the amount involved in each
transaction to be reported, which is defined as the fair market value of the
services, cash and other assets provided by the organization or the fair
market value received, whichever is higher. This instruction seems to
require even related 501(c)(3) organizations that have cost reimbursement
arrangements to determine the fair market value for these arrangements,
which creates a significant valuation burden for arrangements that should
not even need to be reported.

We appreciate the opportunity to submit comments; we especially appreciate the
IRS’ effort to reach out to the hospital community and better understand its
concerns.

Senior Vice President — Finance
SSM Health Care
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September 14, 2007


VIA EMAIL (Form990Revision@irs.gov) ONLY


Internal Revenue Service


Form 990 Redesign, SE:T:EO


1111 Constitution Avenue, NW


Washington, D.C. 20224


RE:  COMMENTS ON PROPOSED FORM 990 AND SCHEDULES


On behalf of Sheltering Arms Physical Rehabilitation Centers, thank you for the opportunity to comment on the new draft Form 990 and its proposed schedules.  We appreciate the work that the IRS has put into the new form and schedules and its openness to comments from the hospital community.  



However, we do have serious concerns about the filing deadline proposed by the IRS for the implementation of the new Form 990 and its proposed schedules as well other detailed issues as described below. 

THE CORE FORM AND SCHEDULES NEED SUBSTANTIAL REVISION

Significant revisions and refinements must be made to the core form, schedules and instructions. We think it is critical that exempt organizations be given an opportunity to review the revised set of forms, schedules and instructions in their entirety, with another 90-day review period following the re-draft. The IRS should release the second draft with instructions in 2008, and provide another 90-day review period, with a final form release by December 31, 2008. 

It would be a disservice to the entire tax-exempt sector – hospitals in particular – to undertake the first major overhaul of the Form 990 in 25 years without adequate time for review and input. A rushed implementation schedule will inevitably require revisions and modifications that will be costly both to exempt organizations and the IRS, and that will not result in the desired transparency.


1. Core Form


• The IRS asked for comments on whether “the IRS should preclude group rulings”. We


understand this request was intended to elicit comments on whether hospitals and other


organizations that have a “group exemption” should continue to be allowed to file a


group return. Some hospital systems have received group exemptions. If group returns


are eliminated, this would result in a significant burden that subverts the underlying


group exemption.


• Part I (Summary), Line 6 requires an organization to enter the number of individuals


receiving compensation in excess of $100,000. This question provides information of


limited use to the IRS since large organizations will likely have a larger number of


individuals receiving such compensation and small organizations will likely have a


smaller number.


• Part I (Summary), Line 7 requires an organization to enter the highest compensation


amount reported on Part II, Section A (relating to reportable compensation paid to


officers, directors, trustees, key employees, highly compensated employees and


independent contractors). Requiring disclosure of the highest compensation amount paid


on the summary page of the core form could mislead viewers when read outside of the


context of the fuller disclosure required in Part II and Schedule J.


• Part I, Lines 8a and 8b require an organization to calculate total officer, director, trustee


and other key employee compensation and then to calculate a percentage by comparing


total executive compensation to total program expenses. This comparison metric


provides a misleading picture of an organization’s operations and should be eliminated


from the form.


• Part I, Lines 19a and 19b require an organization to calculate fundraising expenses as a


percentage of total contributions and grants. This percentage does not provide helpful


information about an organization’s operations. Notwithstanding its limited use,


organizations should be given an opportunity to explain this percentage.


• Part I, Line 24b requires an organization to calculate total expenses as a percentage of net assets. This percentage is not helpful to understanding an organization’s overall


operations.


• Part II (Compensation and Other Financial Arrangements with Officers, Directors,


Trustees, Key Employees, Highly Compensated Employees, and Independent


Contractors), Section A requires information on key employees, which term is defined in


part based on the disqualified person concept from the Section 4958 intermediate


sanction regulations to include a “person who manages a discrete segment or activity of


the organization that represents a substantial part of the activities, assets, income or


expenses of the organization, as compared to the organization as a whole.” Consideration


should be given to defining “substantial part” or including examples in the instructions or


glossary to help large organizations determine employees who would fall under the


broadened definition. Hospitals could have hundreds of “key employees” if this


definition is not clear.


• Part II, Section A requires an organization to list the city and state of residence of each


listed individual or organization. For hospitals and heath care organizations in rural areas,


providing this information could be tantamount to providing an individual’s home


address.


• Part II, Section A requires an organization to include reportable compensation from


“related organizations” for purposes of reporting the compensation of former (within the


last five years) directors, trustees, officers and key employees or highest compensated


employees. It seems overly burdensome for a large filing organization to be required to


track all former directors, trustees, officers, key employees or highest compensated


employees over a five-year period when they have had no need to do so in the past.


Combining this requirement with a need to survey all related organizations to determine


whether any individual in this group is being paid compensation by such related


organization requires efforts beyond the value the information would provide.


Information on former directors, trustees, officers, key employees or highest


compensated employees should look to current year only.


• Part II, Section A requires an organization to use the compensation figures as reported on Forms W-2 or 1099. For hospitals whose tax year is not the calendar year, Forms W-2


and 1099 reporting will result in compensation data that is much more dated than the


compensation data currently required. For example, if a hospital’s fiscal year ends on


June 30, the hospital would file its return on November 15, with compensation data as of


December 31 of the prior year.


• Part II, Section B, Lines 5a-f require an organization to report the family and business


relationships of officers, directors, trustees or key employees during a five-year lookback


period. Hospital and health care organizations often have boards of directors with


as many as 30 members, and hundreds of contracts. The collection and maintenance of


documentation required to respond to these questions will create excessive new burdens


for organizations, especially for organizations with large boards of directors. Moreover,


the instructions should clarify the duties of organizations to collect such information


going forward.


• Part II, Section B, Line 9 requires an organization to report whether any persons listed in Part A receive compensation from any source other than the filing organization or a


related organization for services rendered to the organization. In its current form, this


question requires organizations to have or acquire access to information that they may not


otherwise have. This question should be clarified to address the extent to which an


organization is required to seek information regarding such compensation arrangements.


Also, if a listed person owns a company that is paid reasonable compensation to perform


services, but the person does not receive any payment other than in his capacity as owner


of the organization, what amount, if any, gets reported?


• Part III (Statements Regarding Governance, Management, and Financial Reporting), Line 2 requires an organization to report any significant changes to its organizing or governing documents. The IRS should clarify that this question would only cover changes to articles of incorporation and bylaws and not other policies of the organization.


• Part III, Line 3b requires an organization to report the number of “transactions” the


organization reviewed under its conflict of interest policy. The instructions or glossary


should be revised to include a definition for “transactions.” Because responding with a


zero or a very high number would create a misleadingly negative connotation, and


because any numerical response will have a different meaning depending on the


organization and its policy, the question should be revised to ask whether the


organization engaged in any transactions that were subject to the policy but were not


reviewed under the policy.

• Part III, Line 10 asks whether an organization’s governing body reviewed the Form 990


before it was filed. This requirement is overly burdensome, particularly for large hospital


systems, which may have dozens of hospitals and related entities for which returns are


being filed. The draft form does not provide a definition of “review,” which should be


added to the instructions or glossary. It is unclear whether an organization can simply


provide the Form 990 to its governing body or whether it needs to receive some kind of


certification that each member of its governing body has in fact reviewed the form. The


instructions should clarify that review by the finance or an equivalent committee of an


organization’s governing body or the governing body of its parent organization is


sufficient if the governing body delegates this function. In clarifying what is meant by


“review,” the IRS also should consider that boards of directors of public companies are


not required to review or certify tax filings under the Sarbanes-Oxley Act.


• Part III, Line 11 asks an organization to indicate where documents are made available to


the public. There is no explanation for why this is being asked.


• Part IV (Statements Regarding General Activities), Line 1d requires an organization to


report the total amount of contributions received from related organizations. The


instructions include as examples of related organizations, “a parent organization or


affiliates at the local, state, or regional level.” The example is confusing and the


instructions should instead use the definition of related organizations from the glossary.


Moreover, it is unclear whether all payments to related organizations (except for


payments that clearly belong under membership dues, rentals, or sales) should be treated


as contributions since there is no corresponding line item under “program service


revenue” or “other revenue.”


• Part IV, Lines 2a – 2g require an organization to enter a corresponding business code


from the Codes for Unrelated Business Activity from the 2006 Instructions for Form 990-


T for the various line items of “program service revenue.” The business codes on 990-T


are not broad enough to reflect accurately program service revenue.


• Part IV, Line 1c requires an organization to report contributions from fundraising events. Although the instructions use an example to show that gross income from other than contributions is to be reported on Line 11a, a reference at Line 1c to such amounts


reported on Line 11a would be helpful.


• Part V (Statement of Functional Expense), Line 3 requires an organization to report


expenses associated with grants and other assistance to governments, organizations, and


individuals outside of the U.S. This question does not provide a reference to Schedule F


or the threshold for filing Schedule F. These references should be added.


• Part VII, Lines 8a (and the applicable instructions) requires an organization to report


whether it conducted all or a substantial part of its exempt activities through or using a


partnership, LLC or corporation and the aggregate exempt activities conducted through or


by such entities involved a substantial portion of the organization’s capital expenditures


or operating budget, or a discrete segment or activities of the organization that represent a


substantial portion of the organization’s assets, income, or expenses as compared to the


organization as a whole. Neither the instructions nor the glossary provide a definition,


percentage or amount for the term “substantial.” It is also unclear whether Lines 8a-8c


would apply to passive investments of endowment or reserve funds in partnerships or


publicly traded corporations.


• Part VII, Lines 11 and 12 require an organization to report whether it has a written policy or procedure for reviewing the organization’s investments and safeguarding its exempt status with respect to transactions and arrangements with related organizations. To the extent the IRS intends to develop sample written policies, IRS should solicit input from members of the tax-exempt sector with respect to the content and form of such written policies.


• Part IX (Statement of Program Service Accomplishments), Lines 3a – 3c require an


organization to describe its exempt purpose achievements for each of its three largest


program services. This question should be moved to Part I of the form, as it is a key


question. Organizations should be allowed as much additional space as necessary to


describe more than three key activities. As drafted, 3d also directs organizations to attach


a schedule listing other program services.


2. Schedule A (Supplementary Information for Organizations Exempt Under Section


501(c)(3))


• Part 1, Line 11f requires an organization to respond whether it has a “written


determination from the IRS that it is a Type I, II or III supporting organization.” Since


most supporting organizations do not have written determinations from the IRS, the


question as written is misleading and unfair because the IRS did not actually issue such


determinations until this year. The question should allow an IRS determination or “a


written opinion of counsel.”


• Part 1, Line 11h, column (vii) requires an organization to report the amount of monetary


support provided by the supporting organization to the supported organization(s). This


question disadvantages supporting organizations such as parent holding companies within


a health care system that do not pay out monetary grants or other support payments


because they are functionally integrated or otherwise undertake activities in support of


their supported organizations. The question should be revised to include the value of


non-monetary support.


3. Schedule C (Political Campaign and Lobbying Activities)


• Part II-B requires reporting by an exempt organization, including reporting on (b) paid


staff or management and for (h) seminars, conventions, speeches, lectures or any other


means. It is not clear precisely what the IRS is attempting to capture under (h) and that


the category needs to be so broad. Also, instead of asking for precise amounts, the IRS


should ask for a range of hours, number of employees or other proxies for amounts that


would provide the IRS with useful information while making the category less


burdensome.


4. Schedule D (Supplemental Financial Statements)


• Parts I and III: Passive investments should be excluded from this schedule, and the listing of securities individually is extremely burdensome.


• Part VII (Other Liabilities) requires organizations to describe and list the book value of


any other liabilities, including federal income tax liabilities, not reportable in the defined


categories on Part VI (Balance Sheet) of the core form. Part VII also requires


organizations to provide the text of the footnote to the organization’s financial statements


that report the organization’s liability for uncertain tax positions under FIN 48.


Disclosing the text of footnotes relating to uncertain tax positions in isolation could be


misleading. Organizations should be given the opportunity to explain such footnotes or


to attach their entire financial statement.


• Part XII (Endowment Funds) requires an organization that holds assets in term or


permanent endowment funds to provide information for the past five years on fund


balances, contributions, investment earnings or losses, program expenditures and


administrative expenditures. The reporting burden associated with this question seems to


outweigh the usefulness of this information. The five-year look-back period should be


reduced or eliminated pending adoption by the IRS of reasonable standards.


5. Statement G (Supplemental Information Regarding Fundraising Activities)


• Schedule G requires an organization to report supplemental information regarding its


fundraising activities. The IRS should clarify how organizations should report


fundraising activities by related entities, which is a common occurrence within a health


system.


6. Schedule H (Hospitals)


• The following comment and suggestion applies only to Schedule H.  Physician recruitment expenses should be included within community benefit calculations to the extent that they are a part of the overall community benefit strategy.


7. Schedule J (Supplemental Compensation Information)


• Schedule J requires an organization to report supplemental compensation information


with respect to listed persons from Part II of the core form. There still seems to be


confusion about who gets reported on Schedule J, so the instructions should further


clarify the individuals for whom such information must be reported.


• Line 1, column (C) requires an organization to report non-qualified deferred


compensation. The instructions should clarify, or the schedule itself should eliminate,


double-reporting of nonqualified compensation. This occurs when the amounts of unpaid,


unvested deferred compensation are reported when awarded and again when they are


vested. Eliminating the double reporting will give a more accurate picture of yearly


compensation. The double reporting of deferred compensation is a problem under the


current Form 990 and the IRS should take this opportunity to correct the confusion. This


question also must address how compensation should be reported if the organization is


reporting on an accrual basis.


• Line 1, column (D) requires an organization to report the amount of non-taxable fringe


benefits provided to the listed persons in column (A). The instructions seem to even


require reporting of de minimis fringe benefits, which by definition under the Internal


Revenue Code are “so small as to make accounting for it unreasonable or


administratively impracticable.” The instructions should follow the current Form 990,


which allows de minimis fringe benefits to be excluded. The instructions or the


compensation matrix also should include examples of nontaxable fringe benefits that


physicians would typically be issued as part of providing services at a hospital, e.g.,


pagers, cell phones and other similar items, or this requirement should be eliminated.


• Line 1, Column (E) requires an organization to report the amount of all expense


reimbursements, and allowances provided for expenses, that are not included on a


recipient’s W-2. It is completely misleading to report such amounts on Schedule J, which


is intended to disclose compensation amounts. Expense reimbursements under


accountable plans that do not result in income to the recipient should not have to be


reported on Schedule J.


• Lines 4 and 5 require an organization to report whether it paid compensation determined in whole or in part by the revenues or net earnings of the organization or a related organization. The instructions should clarify the types of compensation arrangements that would and would not be deemed to be determined in whole or in part by the revenues or net earnings of hospitals or health care organizations.


8. Schedule I (Supplemental Information on Grants and Other Assistance to


Organizations, Governments, and Individuals in the U.S.)


Part III requires an organization to report grants and other assistance to individuals in the


U.S., if the grant amount is $5,000 or more. This threshold should be increased


substantially for large organizations like hospitals. The instructions and the schedule


should clarify whether, consistent with the instructions to Schedule F, Part III,


organizations need not complete Part III if no individual received more than the new


threshold.


9. Schedule L (Supplemental Information on Loans)


Schedule L requires an organization to report details on loans to and from officers,


directors, trustees, key employees, highly compensated employees and disqualified


persons. The schedule and instructions should reference “highest compensated


employees” from Part II of the core form, which is also the defined term in the glossary.


The use of the expression “highly compensated employee” is unnecessarily confusing in


this context.


10. Schedule M (Non-Cash Contributions)


The threshold for completing this schedule should be increased to at least $20,000.


11. Schedule N (Liquidation, Termination, dissolution or Significant Disposition of Assets)


• Clarification is needed as to whether transfers to a wholly owned limited liability


company that is disregarded as separate from the tax-exempt filing organization need to


be reported.


• Clarification is needed as to whether transfers for “full and adequate consideration” that


are excluded from the definition of “substantial contraction” still need to be reported as a


disposition of net assets.


12. Schedule R (Related Organizations)


The following comments relate to Part V – Transactions with Related Organizations.


• For multi-hospital systems, Schedule R is extremely burdensome. At a minimum, the


definition of “related” needs further review and consideration, as there are many


definitions of the term that might have been used.


• Part V requires an organization to report whether it engaged in certain transactions or


transfers with related organizations, including related 501(c)(3) organizations. The


instructions carve out transactions between 501(c)(3) organizations where the only


transactions between the organizations were gifts or grants. This instruction should be


revised to allow transfers that are gifts and grants to be excluded, even where the


organizations have other transactions such as leasing or services arrangements.


• The definition of “transfer” in the instructions should be revised as follows: A transfer


includes any conveyance of funds or property, whether or not for consideration, except


for gifts or grants between related 501(c)(3) organizations.


• The compliance burden from this section is of great concern to our members. Taxexempt organizations within a health system typically have numerous arrangements


involving the performance of services, leasing or sharing of facilities, equipment or


employees, cost reimbursement etc. By way of example, a typical 501(c)(3) health


system could have hundreds of transactions to report under Part V. The AHA


understands that certain questions on this schedule are in response to Section 1205 of the


Pension Protection Act (PPA), but the information on transactions between related


501(c)(3) organizations should be limited to transfers that could result in UBIT under the


controlled entity rule of Section 512(b)(13). Other transactions between related 501(c)(3)


organizations do not raise compliance, exemption, tax or other concerns and should not


need to be reported.


• Schedule R goes beyond what is required under the PPA, which at least limits reporting


of transfers among “controlling and controlled” organizations. By defining “related” as


including brother/sister organizations controlled by the same person or persons, Schedule


R requires any exempt entity within a health care system to include all transfers between


it and any other entity within the system, which completely expands the already overly


broad disclosure required by the PPA. These requirements are completely unworkable in


the health system setting and, again, result in the reporting of transactions that do not


raise compliance, exemption, tax or other concerns.


• The instructions for column (C) require the amount involved in each transaction to be


reported, which is defined as the fair market value of the services, cash and other assets


provided by the organization or the fair market value received, whichever is higher. This


instruction seems to require even related 501(c)(3) organizations that have cost


reimbursement arrangements to determine the fair market value for these arrangements,


which creates a significant valuation burden for arrangements that should not even need


to be reported.

Thank you for your consideration of these comments and concerns and for the opportunity to provide feedback on the Proposed Form 990 and its schedules.


Sincerely,


James E. Sok

President & CEO


September 14, 2007

VIA EMAIL (Form990Revision@irs.gov) ONLY

Internal Revenue Service

Form 990 Redesign, SE:T:EO
1111 Constitution Avenue, NW
Washington, D.C. 20224

RE: COMMENTSON PROPOSED FORM 990 AND SCHEDULES

On behalf of Sheltering Arms Physical Rehabilitation Centers, thank you for the
opportunity to comment on the new draft Form 990 and its proposed schedules. We
appreciate the work that the IRS has put into the new form and schedules and its
openness to comments from the hospital community.

However, we do have serious concerns about the filing deadline proposed by the
IRS for the implementation of the new Form 990 and its proposed schedules as well other
detailed issues as described below.

THE CORE FORM AND SCHEDULESNEED SUBSTANTIAL REVISION
Significant revisions and refinements must be made to the core form, schedules and
instructions. We think it is critical that exempt organizations be given an opportunity to
review the revised set of forms, schedules and instructionsin their entirety, with another
90-day review period following the re-draft. The IRS should release the second draft with
instructions in 2008, and provide another 90-day review period, with afinal form release
by December 31, 2008.

It would be a disservice to the entire tax-exempt sector — hospitalsin particular —to
undertake the first major overhaul of the Form 990 in 25 years without adequate time for
review and input. A rushed implementation schedule will inevitably require revisions and
modifications that will be costly both to exempt organizations and the IRS, and that will
not result in the desired transparency.

1. CoreForm

» The IRS asked for comments on whether “the IRS should preclude group rulings’. We
understand this request was intended to elicit comments on whether hospitals and other
organizations that have a* group exemption” should continue to be allowed to file a
group return. Some hospital systems have received group exemptions. If group returns


mailto:Form990Revision@irs.gov

are eliminated, thiswould result in a significant burden that subverts the underlying
group exemption.

* Part | (Summary), Line 6 requires an organization to enter the number of individuals
receiving compensation in excess of $100,000. This question provides information of
limited use to the IRS since large organizations will likely have alarger number of
individuals receiving such compensation and small organizations will likely have a
smaller number.

* Part | (Summary), Line 7 requires an organization to enter the highest compensation
amount reported on Part |1, Section A (relating to reportable compensation paid to
officers, directors, trustees, key employees, highly compensated employees and
independent contractors). Requiring disclosure of the highest compensation amount paid
on the summary page of the core form could mislead viewers when read outside of the
context of the fuller disclosure required in Part 11 and Schedule J.

* Part I, Lines 8aand 8b require an organization to calculate total officer, director, trustee
and other key employee compensation and then to calculate a percentage by comparing
total executive compensation to total program expenses. This comparison metric
provides a misleading picture of an organization’s operations and should be eliminated
from the form.

* Part |, Lines 19a and 19b require an organization to calculate fundraising expenses as a
percentage of total contributions and grants. This percentage does not provide helpful
information about an organization’s operations. Notwithstanding its limited use,
organizations should be given an opportunity to explain this percentage.

* Part I, Line 24b requires an organization to calculate total expenses as a percentage of
net assets. This percentage is not helpful to understanding an organization’s overall
operations.

* Part |11 (Compensation and Other Financial Arrangements with Officers, Directors,
Trustees, Key Employees, Highly Compensated Employees, and I ndependent
Contractors), Section A requires information on key employees, which term isdefined in
part based on the disqualified person concept from the Section 4958 intermediate
sanction regulations to include a “ person who manages a discrete segment or activity of
the organization that represents a substantial part of the activities, assets, income or
expenses of the organization, as compared to the organization as awhole.” Consideration
should be given to defining “substantial part” or including examplesin the instructions or
glossary to help large organizations determine employees who would fall under the
broadened definition. Hospitals could have hundreds of “key employees’ if this
definition is not clear.

* Part 11, Section A requires an organization to list the city and state of residence of each
listed individual or organization. For hospitals and heath care organizationsin rural areas,
providing thisinformation could be tantamount to providing an individual’s home



address.

* Part I, Section A requires an organization to include reportable compensation from
“related organizations’ for purposes of reporting the compensation of former (within the
last five years) directors, trustees, officers and key employees or highest compensated
employees. It seems overly burdensome for alarge filing organization to be required to
track all former directors, trustees, officers, key employees or highest compensated
employees over afive-year period when they have had no need to do so in the past.
Combining this requirement with a need to survey all related organizations to determine
whether any individual in this group is being paid compensation by such related

organi zation requires efforts beyond the value the information would provide.
Information on former directors, trustees, officers, key employees or highest
compensated employees should look to current year only.

* Part 11, Section A requires an organization to use the compensation figures as reported
on Forms W-2 or 1099. For hospitals whose tax year is not the calendar year, Forms W-2
and 1099 reporting will result in compensation data that is much more dated than the
compensation data currently required. For example, if ahospital’s fiscal year ends on
June 30, the hospital would fileits return on November 15, with compensation data as of
December 31 of the prior year.

* Part 11, Section B, Lines 5a-f require an organization to report the family and business
relationships of officers, directors, trustees or key employees during a five-year lookback
period. Hospital and health care organizations often have boards of directors with

as many as 30 members, and hundreds of contracts. The collection and maintenance of
documentation required to respond to these questions will create excessive new burdens
for organizations, especially for organizations with large boards of directors. Moreover,
the instructions should clarify the duties of organizations to collect such information
going forward.

* Part 11, Section B, Line 9 requires an organization to report whether any persons listed
in Part A receive compensation from any source other than the filing organization or a
related organization for services rendered to the organization. Inits current form, this
guestion requires organizations to have or acquire access to information that they may not
otherwise have. This question should be clarified to address the extent to which an
organization is required to seek information regarding such compensation arrangements.
Also, if alisted person owns a company that is paid reasonable compensation to perform
services, but the person does not receive any payment other than in his capacity as owner
of the organization, what amount, if any, gets reported?

* Part 111 (Statements Regarding Governance, Management, and Financial Reporting),
Line 2 requires an organization to report any significant changes to its organizing or
governing documents. The IRS should clarify that this question would only cover
changesto articles of incorporation and bylaws and not other policies of the organization.

* Part 111, Line 3b requires an organization to report the number of “transactions’ the



organization reviewed under its conflict of interest policy. The instructions or glossary
should be revised to include a definition for “transactions.” Because responding with a
zero or avery high number would create a misleadingly negative connotation, and
because any numerical response will have a different meaning depending on the
organization and its policy, the question should be revised to ask whether the
organization engaged in any transactions that were subject to the policy but were not
reviewed under the policy.

* Part 111, Line 10 asks whether an organization’ s governing body reviewed the Form 990
before it was filed. This requirement is overly burdensome, particularly for large hospital
systems, which may have dozens of hospitals and related entities for which returns are
being filed. The draft form does not provide a definition of “review,” which should be
added to the instructions or glossary. It is unclear whether an organization can simply
provide the Form 990 to its governing body or whether it needs to receive some kind of
certification that each member of its governing body hasin fact reviewed the form. The
instructions should clarify that review by the finance or an equivalent committee of an
organization’s governing body or the governing body of its parent organization is
sufficient if the governing body delegates this function. In clarifying what is meant by
“review,” the IRS a'so should consider that boards of directors of public companies are
not required to review or certify tax filings under the Sarbanes-Oxley Act.

e Part 111, Line 11 asks an organization to indicate where documents are made available to
the public. Thereis no explanation for why thisis being asked.

* Part IV (Statements Regarding General Activities), Line 1d requires an organization to
report the total amount of contributions received from related organizations. The
instructions include as examples of related organizations, “a parent organization or
affiliates at the local, state, or regional level.” The example is confusing and the
instructions should instead use the definition of related organizations from the glossary.
Moreover, it is unclear whether all payments to related organizations (except for
payments that clearly belong under membership dues, rentals, or sales) should be treated
as contributions since there is no corresponding line item under “ program service
revenue’ or “other revenue.”

* Part IV, Lines 2a— 2g require an organization to enter a corresponding business code
from the Codes for Unrelated Business Activity from the 2006 Instructions for Form 990-
T for the various line items of “program service revenue.” The business codes on 990-T
are not broad enough to reflect accurately program service revenue.

* Part IV, Line 1c requires an organization to report contributions from fundraising
events. Although the instructions use an example to show that gross income from other
than contributions is to be reported on Line 11a, areference at Line 1c¢ to such amounts
reported on Line 11awould be helpful.

* Part V (Statement of Functional Expense), Line 3 requires an organization to report
expenses associated with grants and other assistance to governments, organizations, and



individuals outside of the U.S. This question does not provide areference to Schedule F
or the threshold for filing Schedule F. These references should be added.

* Part V11, Lines 8a (and the applicable instructions) requires an organization to report
whether it conducted all or a substantial part of its exempt activities through or using a
partnership, LLC or corporation and the aggregate exempt activities conducted through or
by such entities involved a substantial portion of the organization’s capital expenditures
or operating budget, or a discrete segment or activities of the organization that represent a
substantial portion of the organization’s assets, income, or expenses as compared to the
organization as awhole. Neither the instructions nor the glossary provide a definition,
percentage or amount for the term “substantial.” 1t is also unclear whether Lines 8a-8c
would apply to passive investments of endowment or reserve funds in partnerships or
publicly traded corporations.

* Part VI, Lines 11 and 12 require an organization to report whether it has awritten
policy or procedure for reviewing the organization’ s investments and safeguarding its
exempt status with respect to transactions and arrangements with related organizations.
To the extent the IRS intends to devel op sample written policies, IRS should solicit input
from members of the tax-exempt sector with respect to the content and form of such
written policies.

* Part IX (Statement of Program Service Accomplishments), Lines 3a— 3c require an
organization to describe its exempt purpose achievements for each of its three largest
program services. This question should be moved to Part | of the form, asit isakey
guestion. Organizations should be allowed as much additional space as necessary to
describe more than three key activities. As drafted, 3d also directs organizations to attach
aschedule listing other program services.

2. Schedule A (Supplementary Information for Organizations Exempt Under
Section

501(c)(3))

* Part 1, Line 11f requires an organization to respond whether it has a“written
determination from the IRS that itisa Typel, Il or 11 supporting organization.” Since
most supporting organizations do not have written determinations from the IRS, the
guestion as written is misleading and unfair because the IRS did not actually issue such
determinations until this year. The question should allow an IRS determination or “a
written opinion of counsel.”

* Part 1, Line 11h, column (vii) requires an organization to report the amount of monetary
support provided by the supporting organization to the supported organization(s). This
guestion disadvantages supporting organizations such as parent holding companies within
a health care system that do not pay out monetary grants or other support payments
because they are functionally integrated or otherwise undertake activities in support of
their supported organizations. The question should be revised to include the value of
non-monetary support.



3. Schedule C (Poalitical Campaign and L obbying Activities)

* Part 11-B requires reporting by an exempt organization, including reporting on (b) paid
staff or management and for (h) seminars, conventions, speeches, lectures or any other
means. It is not clear precisely what the IRS is attempting to capture under (h) and that
the category needs to be so broad. Also, instead of asking for precise amounts, the IRS
should ask for arange of hours, number of employees or other proxies for amounts that
would provide the IRS with useful information while making the category less
burdensome.

4. Schedule D (Supplemental Financial Statements)
* Parts| and I11: Passive investments should be excluded from this schedule, and the
listing of securitiesindividually is extremely burdensome.

* Part V11 (Other Liabilities) requires organizations to describe and list the book value of
any other liabilities, including federal income tax liabilities, not reportable in the defined
categories on Part VI (Balance Sheet) of the core form. Part VIl also requires
organizations to provide the text of the footnote to the organization’ s financial statements
that report the organization’s liability for uncertain tax positions under FIN 48.
Disclosing the text of footnotes relating to uncertain tax positionsin isolation could be
misleading. Organizations should be given the opportunity to explain such footnotes or
to attach their entire financial statement.

e Part X1l (Endowment Funds) requires an organization that holds assets in term or
permanent endowment funds to provide information for the past five years on fund
balances, contributions, investment earnings or losses, program expenditures and
administrative expenditures. The reporting burden associated with this question seems to
outweigh the usefulness of thisinformation. The five-year look-back period should be
reduced or eliminated pending adoption by the IRS of reasonable standards.

5. Statement G (Supplemental Information Regarding Fundraising Activities)

* Schedule G requires an organization to report supplemental information regarding its
fundraising activities. The IRS should clarify how organizations should report
fundraising activities by related entities, which is a common occurrence within a health
system.

6. Schedule H (Hospitals)

* The following comment and suggestion applies only to Schedule H. Physician
recruitment expenses should be included within community benefit calculations to the
extent that they are a part of the overall community benefit strategy.

7. Schedule J (Supplemental Compensation I nfor mation)

» Schedule J requires an organization to report supplemental compensation information
with respect to listed persons from Part |1 of the core form. There still seemsto be
confusion about who gets reported on Schedule J, so the instructions should further
clarify the individuals for whom such information must be reported.



* Line 1, column (C) requires an organization to report non-qualified deferred
compensation. The instructions should clarify, or the schedule itself should eliminate,
double-reporting of nonqualified compensation. This occurs when the amounts of unpaid,
unvested deferred compensation are reported when awarded and again when they are
vested. Eliminating the double reporting will give a more accurate picture of yearly
compensation. The double reporting of deferred compensation is a problem under the
current Form 990 and the IRS should take this opportunity to correct the confusion. This
guestion also must address how compensation should be reported if the organization is
reporting on an accrual basis.

* Line 1, column (D) requires an organization to report the amount of non-taxable fringe
benefits provided to the listed persons in column (A). The instructions seem to even
require reporting of de minimis fringe benefits, which by definition under the Internal
Revenue Code are “so small as to make accounting for it unreasonable or
administratively impracticable.” The instructions should follow the current Form 990,
which allows de minimis fringe benefits to be excluded. The instructions or the
compensation matrix also should include examples of nontaxable fringe benefits that
physicians would typically be issued as part of providing services at a hospital, e.g.,
pagers, cell phones and other similar items, or this requirement should be eliminated.

* Line 1, Column (E) requires an organization to report the amount of all expense
reimbursements, and allowances provided for expenses, that are not included on a
recipient’s W-2. It is completely misleading to report such amounts on Schedule J, which
isintended to disclose compensation amounts. Expense reimbursements under
accountable plans that do not result in income to the recipient should not have to be
reported on Schedule J.

* Lines 4 and 5 require an organization to report whether it paid compensation
determined in whole or in part by the revenues or net earnings of the organization or a
related organization. The instructions should clarify the types of compensation
arrangements that would and would not be deemed to be determined in whole or in part
by the revenues or net earnings of hospitals or health care organizations.

8. Schedule | (Supplemental Information on Grants and Other Assistanceto
Organizations, Governments, and Individualsin the U.S))

Part I11 requires an organization to report grants and other assistance to individualsin the
U.S., if the grant amount is $5,000 or more. This threshold should be increased
substantially for large organizations like hospitals. The instructions and the schedule
should clarify whether, consistent with the instructions to Schedule F, Part 111,

organi zations need not complete Part I11 if no individual received more than the new
threshold.

9. Schedule L (Supplemental Information on L oans)

Schedule L requires an organization to report details on loans to and from officers,
directors, trustees, key employees, highly compensated employees and disqualified
persons. The schedule and instructions should reference * highest compensated



employees’ from Part |1 of the core form, which is also the defined term in the glossary.
The use of the expression “highly compensated employee” is unnecessarily confusing in
this context.

10. Schedule M (Non-Cash Contributions)
The threshold for completing this schedule should be increased to at least $20,000.

11. Schedule N (Liquidation, Termination, dissolution or Significant Disposition of
Assets)

* Clarification is needed as to whether transfers to awholly owned limited liability
company that is disregarded as separate from the tax-exempt filing organization need to
be reported.

* Clarification is needed as to whether transfers for “full and adequate consideration” that
are excluded from the definition of “substantial contraction” still need to be reported as a
disposition of net assets.

12. Schedule R (Related Organizations)

The following comments relate to Part V — Transactions with Related Organizations.

* For multi-hospital systems, Schedule R is extremely burdensome. At a minimum, the
definition of “related” needs further review and consideration, as there are many
definitions of the term that might have been used.

* Part V requires an organization to report whether it engaged in certain transactions or
transfers with related organizations, including related 501(c)(3) organizations. The
instructions carve out transactions between 501(c)(3) organizations where the only
transactions between the organizations were gifts or grants. This instruction should be
revised to allow transfers that are gifts and grants to be excluded, even where the
organizations have other transactions such as leasing or services arrangements.

* The definition of “transfer” in the instructions should be revised as follows: A transfer
includes any conveyance of funds or property, whether or not for consideration, except
for giftsor grants between related 501(c)(3) organizations.

* The compliance burden from this section is of great concern to our members.
Taxexempt organizations within a health system typically have numerous arrangements
involving the performance of services, leasing or sharing of facilities, equipment or
employees, cost reimbursement etc. By way of example, atypical 501(c)(3) health
system could have hundreds of transactions to report under Part V. The AHA
understands that certain questions on this schedule are in response to Section 1205 of the
Pension Protection Act (PPA), but the information on transactions between related
501(c)(3) organizations should be limited to transfers that could result in UBIT under the
controlled entity rule of Section 512(b)(13). Other transactions between related 501(c)(3)
organizations do not raise compliance, exemption, tax or other concerns and should not
need to be reported.



» Schedule R goes beyond what is required under the PPA, which at least limits reporting
of transfers among “ controlling and controlled” organizations. By defining “related” as
including brother/sister organizations controlled by the same person or persons, Schedule
R requires any exempt entity within a health care system to include all transfers between
it and any other entity within the system, which completely expands the already overly
broad disclosure required by the PPA. These requirements are completely unworkable in
the health system setting and, again, result in the reporting of transactions that do not
raise compliance, exemption, tax or other concerns.

* Theinstructions for column (C) require the amount involved in each transaction to be
reported, which is defined as the fair market value of the services, cash and other assets
provided by the organization or the fair market value received, whichever is higher. This
instruction seems to require even related 501(c)(3) organizations that have cost
reimbursement arrangements to determine the fair market value for these arrangements,
which creates a significant valuation burden for arrangements that should not even need
to be reported.

Thank you for your consideration of these comments and concerns and for the
opportunity to provide feedback on the Proposed Form 990 and its schedules.

Sincerely,

James E. Sok
President & CEO
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Mr. Ronald J. Schultz

Senior Technical Advisor

Tax Exempt and Government Entities Division
Internal Revenue Service

1111 Constitution Avenue, NW

Washington, DC 20224

Dear Mr. Schultz:

Below please find our comments on the new Schedule H. They can also be found at http://www.communitycatalyst.org/doc_store/publications/
comments to IRS on_Schedule H 9-13-2007.pdf.

Thank you,

Frank McLoughlin
Staff Attorney
Community Catalyst

B
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‘! COMMUNITY CATALYST

September 13, 2007

VIA ELECTRONIC MAIL

Mr. Ronald . Schultz

Senior Technical Advisor

Tax Exempt and Government Entities Division
Internal Revenue Service

1111 Constitution Avenue, NW

Washington, DC 20224

Re: Comments on the Proposed Redesigned Form 990 and New Schedule H

Dear Mr. Schultz:

Thank you very much for providing us with this opportunity to comment on the proposed
redesigned Form 990 and the new Schedule H. Our comments in this letter will be focused
primarily on Schedule H.

We represent health care consumer organizations from across the United States that are working
to ensure that all stakeholders in the health care system — including federal, state, and local
governments; hospitals: and health insurers — assume their fair share of the obligation to provide
quality. affordable health care for all

First. we want to express our appreciation for your efforts to redesign Form 990, As you know,
the public often looks first to Form 990 for information on how nonprofit institutions are
performing and on how they measure up against each other in serving their communities.
Because the proposed new Form 990 would increase transparency, and promote greater clarity
and uniformity in reporting, your office’s efforts represent a valuable public service.

Second. we want to make it clear that, beyond the redesign of these forms. there is still much
more to be done. Although the new Form 990 and Schedule H will give both your office and the
public a much better picture of whether nonprofit hospitals are living up to their obligations as
tax-exempt institutions, there will still be a need to raise and clarify the standards under which
hospitals earn this exemption. As your office has recently found," and as the office of Senator
Chuck Grassley has also noted,” too many tax-exempt hospitals are falling short in the provision
of charity care and community benefits without consequence to their tax-exempt status. It is our
hope that the introduction of Schedule H will help all sides in promoting a debate on establishing
firm, meaningful standards on charity care and community benefits.

! Internal Revenue Service, Hospital Compliance Report, Interim Report. (http://www irs sov/pubfirs-
tegcleo interim hospital report 072007 pdi

> Office of Senator Chuck Grassley. Ranking Member of the Senate Commitiee on Finance, “Tax Exempt Hospitals.
Discussion Draft”, posted on July 18, 2007. (http:/finance senate gov/press/Gpress 2007 pre071907a pdf)
[hereinafter “Discussion Draft']





The Crisis in Charity Care and Community Benefits

Charity care is often the only option for uninsured and underinsured persons or families in the
United States.> And yet. many hospitals have failed to develop and implement an adequate
charity care policy. The two recently issued reports noted above powerfully state that far too
many of these tax-exempt. charitable institutions are not providing their fair share of charity care
and community benefits to the communities they are meant to serve. The report issued by your
office shows that more than 20% of tax-exempt hospitals provide less than 1% of the value of
their revenues in uncompensated care.* The report issued by the office of Senator Grassley states
that a significant number of nonprofit hospitals have been failing to provide sufficient levels of
charity care. and suggests that all tax-exempt hospitals be required to provide annual charity care
with a minimum value of 5% of the hospital’s gross revenues or patient operating expenses,
whichever is greater.

‘This problem is compounded by the tendency of some hospitals to not sufficiently and
appropriately publicize the existence of their charity care policies. In some cases, tax-exempt
hospitals have denied that they provide any charity care.® Fearing high medical bills, many who
might qualify for full or partial charity care instead refuse to seek treatment, usually resulting in
greater illness and higher medical costs later on.” When people do seek treatment, some
hospitals., without adequately attempting to determine whether a patient is eligible for charity
care, engage in aggressive debt collection practices. which can destroy the financial security of
the uninsured or underinsured patient.®

The Importance of Transparency

We recognize that there are many issues of great debate on the role of tax-exempt hospitals in
our communities and in our nation’s health care system. But the public cannot fully participate in
these debates without access to the vital, and vitally relevant, data sought in Schedule H, With
the modifications that we suggest in this letter. Schiedule H will become a valuable tool for the
public, policymakers, hospitals, and other health system stakeholders as we attempt to debate the
best way to resolve the crisis in charity care and community benefits.

* Community Catalyst, “Not There When You Need It: The Search for Free Hospital Care.” October 2003, p. 29.
(http:/www communitveatalyst org/doc_store/publications/not there when vou need it the search for free hosp
ital care oct03.pdf)
* Internal Revenue Service. Hospital Compliance Report. Interim Report, p. 24.
* Discussion Draft. p. 7. The Discussion Draft also proposes several other reforms that would heighten both
transparency and accountability in the nonprofit hospital sector.
(http://finance senate gov/press/Gpress 2007 pre071907a pdf) [hereinafter “Discussion Draf’]
¢ “Not There When You Need It.” pp. 17-18. This section describes the discouraging results when community
‘monitors contacted hospitals from around the country and attempted to learn if charity care were available.

1d.a129.
¢ Gerard F. Anderson, “From “Soak the Rich' To *Seak the Poor : Recent Trends in Hospital Pricing, Health Affairs
May/Tune 2007, Vol. 26, No. 3, pp. 784-5; citing D.U. Himmelstein et al, “Tliness and Injuries as Contributors fo
Bankruptcy,” Health Affairs Vol. 24 (2005)





Schedule H. Part I: Community Benefit Report

We support your office’s use of the Catholic Health Association’s (CHA’s) reporting guidelines
as a model for reporting community benefits. This model affirms what many other health system
stakeholders, including many tax-exempt hospitals, have recognized: that a meaningful charity
care and community benefits program is an absolutely essential part of a nonprofit hospital's
mission. The Community Benefit information that the new Schedule H requires will shine a
powerful light on those hospitals that excel in serving their communities - and those that are
falling short.

Column (a): “Number of activities or programs” and Column (b): “Persons served”

Although the data sought in colums (a) and (b) might not be essential in secking information on
“Other Benefits™ (lines 5-9), we hope that that your office will retain the requirement that
hospitals report not only the dollar amount of charity care provided.” but also the number of
persons served by the Hospital’s charity care program. Reporting the number of persons served
will provide the public with a much fuller picture of whether tax-exempt hospitals are doing
enough to publicize and make available charity care to those who might be eligible for such care.

Lines 5-9: Definition of “Other Benefits”

There is a great debate about what constitutes a “true” community benefit. In many cases.
programs and activities that fit within the categories of “Other Benefits” described in lines
through 9 of Part I would fall under the definition of community benefit. However, we believe
that some activities that might fit within these categories, such as research activities that are so
broad that they will provide no direct benefit to the hospital’s targeted community. should not be
considered a community benefit.'® Some other community activities conducted by hospitals,
which would not fall within the categories listed on lines 5-9. such as sponsoring a section of a
Tocal highway. while laudable, would also not have a sufficient connection to a hospital’s
charitable health mission to be considered a community benefit. On the other hand. we also
believe that there are instances when programs and activities not accounted for in lines 5-9 could
still be considered a community benefit.

We believe that in order to report programs and activities as “other benefits,” a hospital must
demonstrate that such programs or activities 1) stem from a properly conducted community
health needs assessment, and 2) target the underserved and medically vulnerable in the
community."" We would therefore recommend that an additional line be included in the “Other

* We agree with the CHA that dollar amounts of charity care and community benefits should be measured and
teported using a standardized cost-to-charge ratio

¥ Community Catalyst. “Commentary to the Health Care Institution Responsibility Act.” p. 7.

(http:/fwww communitveatalyst.org/doc_store/publications/commentary to_the health care institution respopsibili
1y_model act 1999.pdf)

T See Community Catalyst’s “Health Care Institution Responsibility Model Act” for a more detailed discussion of
the definition of a community benefit. including a list of examples

(http://www communitveatalyst.org/doc_store/publications/the health care insfititution responsibility model act

1999 pdf)





Benefits” portion of the chart that would enable hospitals to report all other community benefit
programs and activities that meet these strict standards.

Line 13b: Description of the hospital’s charity care policy

We welcome the requirement that hospitals provide a detailed description of their charity care
policies. But we are concerned that this reporting requirement, as currently worded, will not
elicit information important to assessing the performance of a hospital, or to comparing
hospitals. We would therefore recommend that your office add a question that requires hospitals
to describe in detail the specific criteria they use to determine patient eligibility for charity care.

We also recommend that your office require hospitals to state which services are included, or
excluded, under their charity care policies. For instance, are only emergency services covered?
Or do hospitals include non-emergency services, and if so. which services?

We would also suggest that your office add a separate but similar set of questions in this section
regarding partial charity care. A tax-exempt hospital’s approach to partial charity care is often
one of the most important issues facing the underinsured

1I1: Billis d Collections

This new section is an important and useful addition to the Form 990 process. For the first time,
the public will be able to access hard, uniform data showing how hospitals serve all classes of
patients — from those who are privately insured, to those who receive Medicare, Medicaid, and
other government programs, to the uninsured. We would add that we do not believe that
collecting and reporting this information would be unduly burdensome to a hospital. It is our
understanding that many tax-exempt hospitals already collect this information for their own
purposes.

Medicare Shortfall

We recognize that there s great debate regarding how a hospital’s Medicare shortfall should be
reported. As you know, the CHA does not consider the Medicare shortfall to be a community
Denefit. Whether it is considered a community benefit or not, we think that this information is an
important part of the debate and should be required to be reported.” It is worth adding that, in
the event that a hospital ended a particular year with a Medicare surplus, as opposed to a
shortfall, a Medicare-specific reporting requirement would also capture this fact,

Bad Debt and Collection Practices

The CHA model is also useful because it makes clear that which must not be considered a
community benefit. “Bad debt” has been widely recognized not to represent a true community
benefit. We understand that there are cases when a hospital might have difficulty ascertaining a
patient’s eligibility for charity care upon admission. Unfortunately, however, too many hospitals

*2 The size of all shortfalls should be measured using an appropriate methodology. such as by using an actual
reimbursement-to-charge ratio.




have adopted a “bill first, ask questions later (if at all)” policy that wreaks havoe on the financial
and emotional wellbeing of the medically vulnerable and their families. The quality and
humaneness of a hospital’s debt collection policy and practices, particularly as they relate to a
hospital’s determination of charity care. are a key factor in determining whether a hospital is
fulfilling its obligations as a community benefit provider.

We also recommend that. should your office require the reporting of bad debt anywhere on
Schedule H. there should also be a requirement that the hospital report emergency room- and
non-emergency room-related bad debt separately. This information is often very useful in
determining the effectiveness of a hospital’s overall charity care policy.

Part IIT: Management Companies and Joint Ventures

We applaud your office’s focus, both within the proposed redesigned Form 990 generally, and
within Schedule H, on the potentially harmful effects of joint ventures between tax-exempt
hospitals and for-profit entities. In the past, some joint ventures between nonprofit and for-profit
institutions have resulted in a de fucto conversion of charitable assets to non-charitable use. It is
our hope that Part I1L, as currently formulated. will call attention to any hospital that attempts in
the future to divert its charitable resources for private, profit-making purposes.'

Part IV: General Information

Each of the four lines in Part IV seeks important information about a hospital’s record of service
to the community. For example, the development of a community health needs assessment. and
the manner in which it is developed, are important aspects of a community benefits program.
Line 1 will enable the public and policymakers to compare the community assessment processes
of different nonprofit hospitals. discover best practices among hospitals. and work to establish
higher standards in this area for all hospitals."

Line 2 requires hospitals to address another key issue. As we noted earlier. some tax-exempt
hospitals are not doing enough to publicize their charity care policies. and to educate patients
about their eligibility for charity care or other medical assistance."” There no longer is an
obligation under the Hill-Burton Act requiring hospitals to publicize their charity care policies.!®

" The office of Senator Grassley makes some useful suggestions regarding ways in which charitable assets and a
nonprofit's charitable mission might be preserved following a joint venture. See Discussion Draft, pp. 10-12. See
also, Community Catalyst, “A Conversion Model Act,” particularly Section 15 on joint ventures.

(http:/www communitveatalyst.org/doc_store/publications/a_conversion model act oct03.pdf)

¥ Such an assessment should take into account existing data from other community health or public agencies.
attempt to identify instifutional or systemic reasons for a community’s poor health status, farget the medically
underserved, and should re-assess existing community benefit programs and activities conducted by the hospital.
Community Catalyst. “Commentary to the Health Care Responsibility Model Act”. pp. §-9. See. e.g.. Baystate
Medical Center FY 2006 Community Benefits Report. pp. 2-4, for a description of that hospital s effective
comnity health needs assessment process

(htip://bavstatehealth com/forms/pdfFY_2006 BMC Community Benefits Report.odf)

¥ See generally “Not There When You Need It~ For a posifive example, see the webpage of the North Shore-Long
Island Jewish Health Care Access Center,

(http://www northshorelii com/body cfim?id=565&oTopID=363&PLinkID=1360)

% Anderson. “From “Soak the Rich’ To ‘Soak the Poor’.” p. 784





It is our hope that, by requiring hospitals to answer Line 2, hospitals that are not doing enough to
educate patients in need will begin to improve this aspect of their service to the community.

Overall, the answers to these questions will do more than educate the public. It is our hope that
being required to provide this information will challenge all tax-exempt hospitals to raise their
standards in these important areas.

Additional Issues

Filing by Institution versus Filing by Group of Institutions

One objection that we have to the proposed Form 990 is that is appears to allow a hospital
system to report as one unit. We are concerned that this would prevent the public from getting an
accurate picture of how hospitals in their particular communities are performing. It is not unusual
for health care systems to control hospitals in urban, suburban. and rural areas, with different
patient mixes and different levels of commitment to charity care and community benefits.
Furthermore, we do not believe that requiring hospitals to report individually would be unduly
burdensome. It is our understanding that hospital systems already collect this information on an
institution-by-institution basis for their own uses. We would therefore strongly urge your office
to require hospital systems or other entities that control more than one exempt hospifal to submit
a separate Schedule H for each hospital in the system.

Schedule H Rollout and Implementation

We recognize that the revised Form 990 and the range of new and revised Schedules that your
office is proposing will require some retooling of the record keeping and reporting practices of
nonprofit organizations. However, we feel strongly that Schedule H., at a minimum, should be
rolled out in time for calendar year 2008, for filing during 2009. Most, if not all, of the data
required to complete Schedule H, such as levels of charity care and other community benefits,
should already be compiled by hospitals, or should at least be relatively straightforward to
compile,

The Importance of the New Schedule H

As your office clearly recognizes, Form 990 is meant for everyone. It is not merely meant for
accountants, lawyers. and health care professionals. Especially in the Internet (and GuideStar)
t cannot be overemphasized that the public depends upon Form 990 to provide important
information about the nonprofit institutions that serve their communities. Schedule H, with its
basic questions about hospital practices, and clear categories for reporting community benefits
and billing, will allow people to assess how well their hospitals are serving their communities.
and to engage in the great debate on how to enhance access to quality. affordable health care.
Again, we hope that these positive developments on the reporting front will also lead to the
creation of more meaningful standards for tax-exempt hospitals® charity care and community
benefits policies.

‘We look forward to worl

ng with your office as the redesign process continues




Thank you,

Frank McLoughlin
Staff Attorney
Community Catalyst

Also on behalf of:

TakeAction Minnesota
St. Paul. Minnesota

Nebraska Appleseed Center
for Law in the Public Interest
Lincoln, Nebraska

Healing the Children FL-GA
Palm Coast, Florida

ACORN - Association of Community
Organizations for Reform Now
New Orleans, Louisiana

Progressive States Network
New York, New York

Oregon Health Action Campaign
Salem, Oregon

Universal Health Care Action Network of Ohio
Columbus, Ohio

Independent Living Resource
Concord, California

Maine Equal Justice
Augusta, Maine

The Access Project
Boston, Massachusetts

cc:

Renée Markus Hodin
Project Director
Community Catalyst

TexPIRG
Austin, Texas

Coalition for Citizens with
Disabilities of Mississippi
Jackson, Mississippi

Matemity Care Coalition
Philadelphia, Pennsylvania

Subcomumittee on Free Care Monitoring
Project — Galveston Co. Cancer Coalition
Galveston, Texas

The Artists Foundation
Boston, Massachusetts

Consumers for Affordable Health Care
Augusta, Maine

Virginia Poverty Law Center
Richmond, Virginia

Florida CHAIN'
Plantation, Florida

Community Service Society
New York, New York

Families USA
Washington, District of Columbia

Senator Max Baucus, Chairman, Senate Commmittee on Finance

Senator Chuck Grassley, Ranking Member, Senate Committee on Finance
Secretary Henry M. Paulson, Jr.. Department of the Treasury

























From: Audrey Stromberg

To: *TE/GE-EO-F990-Revision;

CC: Bob Olsen; Carolyn Casterline;

Subject: Form 990 comments

Date: Friday, September 14, 2007 12:56:52 PM

Attachments: Form 990 comment ltr.doc

Please read the attached Form 990 comments.

Audrey Stromberg, Administrator
Roosevelt Medical Center

PO Box 419

Culbertson MT 59218
406-787-6401


mailto:astromberg@roosmem.org
mailto:/O=INTERNAL REVENUE SERVICE/OU=WASHINGTON DC/CN=RECIPIENTS/CN=ORGANIZATION MAILBOXES/CN=TEGE-EO-MKT-PROJ
mailto:Bob@mtha.org
mailto:ccasterline@roosmem.org
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September 14, 2007


Internal Revenue Service


Form 990 Redesign, SE:T:EO


1111 Constitution Ave., NW


Washington, D.C.  20224


RE:  Comments on Draft Redesigned Form 990 and Schedules


I am writing on behalf of Roosevelt Medical Center, a 25-bed CAH, which is the only health care facility serving Culbertson, Montana, and the surrounding area.  Roosevelt Medical Center is a government entity by virtue of the Culbertson Hospital Tax District and operates as a private, 501(c)3 non-profit entity.

The proposed additional reporting requirements, as outlined, place undue hardship and more unreimburseable cost burden on small hospitals.  We don’t use VHA or CHA programs to measure public benefit because of the high cost and lack of staff to complete the extensive data requirements.  Much of what is being asked is “transparent” because we are a tax-supported entity and subject to all Board meetings and financial records being open to the public.

The Critical Access Hospital designation was developed to keep health care access in rural and frontier communities across the country.  Facilities like RMC, who are subject to low patient volumes and a high percentage of Medicare cost-based reimbursement, struggle with cash flow and cannot absorb additional .5-1.0 FTE staffing or $6000-$10,000 in software costs to track benefits that are obvious to the communities we serve.  I recommend that CAHs be exempted from community benefit reporting requirements as proposed and that the IRS works directly with representatives from hospitals with less than 25 beds to establish reporting metrics that make sense for these sole community hospitals.

I completely support the comments submitted by MHA, as association of Montana Health Care Providers, regarding the changes to Form 990 and supporting schedules.

Thank you for this opportunity to comment and for giving this issue your full consideration.  If you have questions, please contact me.


Sincerely, 


Audrey Stromberg, Administrator


(Submitted by Electronic Filing)


PO Box 419



Culbertson, MT 59218



Phone  406-787-6401



Fax  406-787-6461
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Pbene 406-787-6401
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CARING PEOPLE

Roosevelt Medical Center

September 14, 2007

Internal Revenue Service
Form 990 Redesign, SE:T:EO
1111 Constitution Ave., NW
Washington, D.C. 20224

RE: Commentson Draft Redesigned Form 990 and Schedules

| am writing on behalf of Roosevelt Medical Center, a 25-bed CAH, which isthe only health care
facility serving Culbertson, Montana, and the surrounding area. Roosevelt Medical Center isa
government entity by virtue of the Culbertson Hospital Tax District and operates as a private, 501(c)3
non-profit entity.

The proposed additional reporting requirements, as outlined, place undue hardship and more
unreimburseable cost burden on small hospitals. We don’t use VHA or CHA programs to measure
public benefit because of the high cost and lack of staff to complete the extensive data requirements.
Much of what is being asked is “transparent” because we are a tax-supported entity and subject to all
Board meetings and financial records being open to the public.

The Critical Access Hospital designation was developed to keep health care accessin rural and frontier
communities across the country. Facilitieslike RMC, who are subject to low patient volumes and ahigh
percentage of Medicare cost-based reimbursement, struggle with cash flow and cannot absorb additional
5-1.0 FTE staffing or $6000-$10,000 in software costs to track benefits that are obvious to the
communities we serve. | recommend that CAHs be exempted from community benefit reporting
reguirements as proposed and that the IRS works directly with representatives from hospitals with less
than 25 beds to establish reporting metrics that make sense for these sole community hospitals.

| completely support the comments submitted by MHA, as association of Montana Health Care
Providers, regarding the changes to Form 990 and supporting schedules.

Thank you for this opportunity to comment and for giving thisissue your full consideration. If you have
guestions, please contact me.

Sincerely,

Audrey Stromberg, Administrator

(Submitted by Electronic Filing)



From: Pamela Gray

To: *TE/GE-EO-F990-Revision;

CC:

Subject: Comments on Proposed New Form 990
Date: Friday, September 14, 2007 11:45:54 AM

Attachments: IRS comment letter - 2008 changes.doc

Attachment

CONFIDENTIALITY NOTICE: This email contains information from the sender that may be
CONFIDENTIAL, LEGALLY PRIVILEGED, PROPRIETARY or otherwise protected from disclosure.
This email is intended for use only by the person or entity to whom it is addressed. If you are not the
intended recipient, any use, disclosure, copying, distribution, printing, or any action taken in reliance on the
contents of this email, is strictly prohibited. If you received this email in error, please contact the sending
party by reply email, delete the email from your computer system and shred any paper copies.

Note to Patients: There are a number of risks you should consider before using e-mail to communicate with
us. See our Privacy Policy and Henry Ford My Health at www.henryford.com for more detailed information.
If you do not believe that our policy gives you the privacy and security protection you need, do not send e-
mail or Internet communications to us.



mailto:PGRAY2@hfhs.org
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September 13, 2007

Internal Revenue Service

Form 990 Redesign, SE:T:EO


1111 Constitution Avenue, NW


Washington, D.C. 20224


RE: COMMENTS ON PROPOSED NEW FORM 990

On behalf of Henry Ford Health System, thank you for the opportunity to comment on the new draft Form 990.  We are writing now because we understand that the Internal Revenue Service (IRS) is requesting early comment on the forms and plans several rounds of changes.  

We appreciate the work that the IRS has put into the new form and schedules and its openness to comments from the health care community.  However, we have serious concerns about several elements of the proposed Form 990 and in particular Schedule H.  

GENERAL 


We believe that all financial information required to be presented on Form 990 should be required to comply with Generally Accepted Accounting Principles in the United States (GAAP).  This will enhance the ability to compare information and reduce the burden of gathering information.   GAAP already encompasses rigorous requirements as to content and presentation and is well understood by most users of financial information.  It is impractical to attempt to develop another basis for reporting financial information solely for purposes of Form 990.


The interrelationship between the new proposed forms and the related instructions is confusing.  Cross referencing to the instructions should be made highly logical to ensure that preparers and users of the forms consistently interpret the required and reported information.  The proposed instructions are quite lengthy, at times recite regulations, and provide “tips” that are intended to be helpful, but may act to confuse.  The numbering and sequencing of the forms and instructions does not always allow for quick reference.  Without this ability, many users will default to what they think is the intent of the form, rather than seeking guidance


Since, unlike other tax filings, Form 990 is a public document and serves as a primary source of communicating program initiatives to the public, we strongly believe that greater ability to describe programs or attach related documents should be provided.


The differentiation of compensation matters between “Officers, directors and Key employees” and “Disqualified persons” is confusing.  The form should utilize one clear definition for all compensation disclosures.

Use of IRS prescribed ratios to presumably evaluate the efficiency of operations or programs should be avoided.  Analysts should be allowed to utilize their own basis for evaluation.  Such ratios (fund raising or compensation for example) may actually be misleading without the ability of the organization to include sufficient explanatory language.


Part I


More space should be provided to list key programs, and clearer guidance offered to assist in determining the basis upon which to determine this disclosure.  This can be very significant information, so it should not be reduced to one line.


The focus on gaming and fundraising as common measures of the programs should be eliminated or minimally, allowance for discussion should be provided.


Part II


Although the disclosure requirement does not extend to providing the full home address of each the names individuals, the information (City and State) in most cases would be sufficient in many cases to enable identification of the specific residence.  It is unclear why this is useful information.


Compliance disclosures requested related to “covered relationships” is impractical as it is currently defined.  Narrowing of the definition or the involved parties should be considered.


Part V – PAYMENTS TO AFFILIATES  

There needs to be much greater clarity with regard to the intent of this disclosure.  Large organizations most typically have numerous shared services provided between linked entities that flow through inter-company accounts.  Quantification of this in aggregate would be meaningless and could act to conceal activities of a greater concern.


SCHEDULE H


Within the Henry Ford Health System are several hospitals- serving diverse communities, as well as the Henry Ford Medical Group – one of the largest medical group practices in the country and several other businesses involved in the provision of health services to the community.  Instructions related to the new Hospital Schedule H should clarify if it applies only to acute hospital inpatient services.  Additionally, it should allow greater flexibility to address the great diversity of community benefits we provide.  

Based on our initial reviews, we have three primary concerns with Schedule H that we are asking the IRS to address: 

· The filing deadline for Schedule H is far too short and should be extended; 

· The full value of hospital community benefit is not included in Schedule H and should be; and 


· The IRS is requesting information that is unrelated to community benefit and that will not be meaningful to the public.  It should be removed from the form.    

We strongly recommend that implementation be delayed until 2010 to accommodate the delay the IRS anticipates in issuing instructions, as well as the need to adjust or create systems to capture the required measurements and financial information. 


We are committed to transparency.  However, the burden of having to reconfigure financial and data record-keeping systems in time to begin capturing the substantial amount of data required just for the Part I Community Benefit Report by January 1, 2008, is itself a daunting task.  It is made virtually impossible by the fact that the instructions, definitions and worksheets needed to collect that data are not expected to be finalized until mid-2008.  To require hospitals to overhaul financial and data recordkeeping systems before the definitions, line item instructions and worksheets for making the calculations required for Schedule H are completed is unreasonably costly and disruptive.  

Given the number of questions and concerns about Schedule H that have surfaced, we would urge the IRS to consider providing a second draft in 2008 and another review period toward the goal of finalizing the schedule in December 31, 2008.  That would give hospitals sufficient time to revise their financial and data record-keeping systems in order to track and capture new information that will need to be reported. 

Hospitals qualify for the charitable purpose of promoting health by meeting the community benefit standard.  The community benefit standard permits us to tailor our programs and services to the needs of various individual communities.  Among those needs is providing care for low-income patients who may not be able to afford the costs of their care.  Yet we provide their care proudly, and the costs we absorb in doing so should be reflected as a community benefit on Schedule H.    

As currently drafted, Schedule H does not count patient care bad debt expenses as community benefit.  We know that a significant majority of bad debt is attributable to low-income patients, who for many reasons decline to complete the forms required to establish eligibility for either our charity care or fee discount programs 

A 2006 Congressional Budget Office report cited two studies indicating that “the great majority of bad debt was attributable to patients with incomes below 200 percent of the federal poverty level.”  The fact is that despite our best efforts, many of our patients still do not identify themselves as in need of financial assistance.  It is important to us and to our community that the full cost of serving our community – including the cost of serving patients who need help paying their bill but fail to ask for it – be recognized and counted as community benefit.

Additionally, the proposed chart on Schedule H, Part II relating to billing should be eliminated.  It has no bearing on determining whether a hospital is meeting the community benefit standard, and it should not be used to create new reporting standards. 


Relevant information is already provided in other parts of the Form 990.  For example, detailed information on charity care will be provided in Part I of Schedule H.  Information related to a hospital’s revenues and Medicare and Medicaid payments will be included in Form 990.  


Beyond that, the chart’s added layers of requests will require extra staff work to provide, some of the information requested may be competitively sensitive and the chart displays information in a form that is likely to confuse, not inform, our community.  

If the IRS requires more information on our charity care policies and practices, or the way in which we support other community benefit activities and programs, it should ask those questions instead of creating new reporting obligations that would be burdensome and will confuse our communities instead of providing them with the information they need to determine whether we are serving their needs.  

Thank you for the opportunity to comment on the draft Form 990. 


Sincerely,


[image: image1.emf]

J. Douglas Clark


Vice President
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September 13, 2007

Internal Revenue Service
Form 990 Redesign, SE:T:EO
1111 Constitution Avenue, NW
Washington, D.C. 20224

RE: COMMENTS ON PROPOSED NEW FORM 990

On behalf of Henry Ford Health System, thank you for the opportunity to
comment on the new draft Form 990. We are writing now because we
understand that the Internal Revenue Service (IRS) is requesting early
comment on the forms and plans several rounds of changes.

We appreciate the work that the IRS has put into the new form and schedules
and its openness to comments from the health care community. However, we
have serious concerns about several elements of the proposed Form 990 and
in particular Schedule H.

GENERAL

We believe that all financial information required to be presented on Form 990
should be required to comply with Generally Accepted Accounting Principles in
the United States (GAAP). This will enhance the ability to compare information
and reduce the burden of gathering information. GAAP already encompasses
rigorous requirements as to content and presentation and is well understood
by most users of financial information. It is impractical to attempt to develop
another basis for reporting financial information solely for purposes of Form
990.

The interrelationship between the new proposed forms and the related
instructions is confusing. Cross referencing to the instructions should be made
highly logical to ensure that preparers and users of the forms consistently
interpret the required and reported information. The proposed instructions are
quite lengthy, at times recite regulations, and provide “tips” that are intended to
be helpful, but may act to confuse. The numbering and sequencing of the
forms and instructions does not always allow for quick reference. Without this
ability, many users will default to what they think is the intent of the form, rather
than seeking guidance

Since, unlike other tax filings, Form 990 is a public document and serves as a
primary source of communicating program initiatives to the public, we strongly
believe that greater ability to describe programs or attach related documents
should be provided.

The differentiation of compensation matters between “Officers, directors and
Key employees” and “Disqualified persons” is confusing. The form should
utilize one clear definition for all compensation disclosures.
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Use of IRS prescribed ratios to presumably evaluate the efficiency of
operations or programs should be avoided. Analysts should be allowed to
utilize their own basis for evaluation. Such ratios (fund raising or
compensation for example) may actually be misleading without the ability of
the organization to include sufficient explanatory language.

Part |

More space should be provided to list key programs, and clearer
guidance offered to assist in determining the basis upon which to
determine this disclosure. This can be very significant information, so it
should not be reduced to one line.

The focus on gaming and fundraising as common measures of the
programs should be eliminated or minimally, allowance for discussion
should be provided.

Part Il

Although the disclosure requirement does not extend to providing the
full home address of each the names individuals, the information (City
and State) in most cases would be sufficient in many cases to enable
identification of the specific residence. It is unclear why this is useful

information.

Compliance disclosures requested related to “covered relationships” is
impractical as it is currently defined. Narrowing of the definition or the
involved parties should be considered.

Part V- PAYMENTS TO AFFILIATES

There needs to be much greater clarity with regard to the intent of this
disclosure. Large organizations most typically have numerous shared
services provided between linked entities that flow through inter-
company accounts. Quantification of this in aggregate would be
meaningless and could act to conceal activities of a greater concern.

SCHEDULE H

Within the Henry Ford Health System are several hospitals- serving diverse
communities, as well as the Henry Ford Medical Group — one of the largest
medical group practices in the country and several other businesses involved
in the provision of health services to the community. Instructions related to the
new Hospital Schedule H should clarify if it applies only to acute hospital
inpatient services. Additionally, it should allow greater flexibility to address the
great diversity of community benefits we provide.

Based on our initial reviews, we have three primary concerns with Schedule H
that we are asking the IRS to address:
e The filing deadline for Schedule H is far too short and should be
extended;
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e The full value of hospital community benefit is not included in Schedule
H and should be; and

e The IRS is requesting information that is unrelated to community
benefit and that will not be meaningful to the public. It should be
removed from the form.

We strongly recommend that implementation be delayed until 2010 to
accommaodate the delay the IRS anticipates in issuing instructions, as well as
the need to adjust or create systems to capture the required measurements
and financial information.

We are committed to transparency. However, the burden of having to
reconfigure financial and data record-keeping systems in time to begin
capturing the substantial amount of data required just for the Part | Community
Benefit Report by January 1, 2008, is itself a daunting task. It is made virtually
impossible by the fact that the instructions, definitions and worksheets needed
to collect that data are not expected to be finalized until mid-2008. To require
hospitals to overhaul financial and data recordkeeping systems before the
definitions, line item instructions and worksheets for making the calculations
required for Schedule H are completed is unreasonably costly and disruptive.

Given the number of questions and concerns about Schedule H that have
surfaced, we would urge the IRS to consider providing a second draft in 2008
and another review period toward the goal of finalizing the schedule in
December 31, 2008. That would give hospitals sufficient time to revise their
financial and data record-keeping systems in order to track and capture new
information that will need to be reported.

Hospitals qualify for the charitable purpose of promoting health by meeting the
community benefit standard. The community benefit standard permits us to
tailor our programs and services to the needs of various individual
communities. Among those needs is providing care for low-income patients
who may not be able to afford the costs of their care. Yet we provide their care
proudly, and the costs we absorb in doing so should be reflected as a
community benefit on Schedule H.

As currently drafted, Schedule H does not count patient care bad debt
expenses as community benefit. We know that a significant majority of bad
debt is attributable to low-income patients, who for many reasons decline to
complete the forms required to establish eligibility for either our charity care or
fee discount programs

A 2006 Congressional Budget Office report cited two studies indicating that
“the great majority of bad debt was attributable to patients with incomes below
200 percent of the federal poverty level.” The fact is that despite our best
efforts, many of our patients still do not identify themselves as in need of
financial assistance. It is important to us and to our community that the full
cost of serving our community — including the cost of serving patients who
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need help paying their bill but fail to ask for it — be recognized and counted as
community benefit.

Additionally, the proposed chart on Schedule H, Part Il relating to billing should
be eliminated. It has no bearing on determining whether a hospital is meeting
the community benefit standard, and it should not be used to create new
reporting standards.

Relevant information is already provided in other parts of the Form 990. For
example, detailed information on charity care will be provided in Part | of
Schedule H. Information related to a hospital’s revenues and Medicare and
Medicaid payments will be included in Form 990.

Beyond that, the chart's added layers of requests will require extra staff work
to provide, some of the information requested may be competitively sensitive
and the chart displays information in a form that is likely to confuse, not inform,
our community.

If the IRS requires more information on our charity care policies and practices,
or the way in which we support other community benefit activities and
programs, it should ask those questions instead of creating new reporting
obligations that would be burdensome and will confuse our communities
instead of providing them with the information they need to determine whether
we are serving their needs.

Thank you for the opportunity to comment on the draft Form 990.
Sincerely,

J. Douglas Clark
Vice President
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September 14, 2007


By Electronic Filing


Internal Revenue Service


Form 990 Redesign, SE:T:EO


1111 Constitution Avenue, NW


Washington, D.C. 20224


RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES


Hello, my name is Scott A. Duke, Chief Executive Officer for the Glendive Medical Center (GMC) located in Glendive, Montana.  I am also the current Chairman for the Montana Hospital Association (MHA).  As such, I appreciate the opportunity to submit comments on the draft redesigned Form 990. 


GMC is a not-for-profit, community-based health care organization that provides a full spectrum of medical services.  Specifically, GMC is comprised of a 25 bed critical access hospital (CAH), 75 bed skilled nursing facility, 13 unit assisted living facility, along with a home care/hospice agency that serves 4 area counties.  GMC also operates and manages the Eastern Montana Veteran’s Nursing Home, an 80 bed skilled nursing facility.  In addition, 22 physicians and mid-level providers practice at our facility and provide outpatient services at the Gabert Clinic, which is a federally designated rural health clinic (RHC).  GMC employs more than 450 people.  


By most standards, GMC is considered a small rural hospital but, it is important to note that in Montana there are 45 CAH’s and most of these facilities are significantly smaller in their size (number of beds and scope of services).  These facilities are sometimes referred to as “Frontier” hospitals.  


Since 1999, GMC has voluntarily reported its community benefits, following the model established by the Volunteer Hospital Association, Inc. (VHA).  Montana’s hospitals recognize the importance of publicly demonstrating that we are fulfilling our charitable responsibilities and we believe that our community benefits report provides the amount of information which is practical for an organization of our size.  


It is always difficult to make one solution “fit” all types of entities particularly hospitals. The CAH program was designed to maintain access in rural and frontier parts of the United States.  CAH’s face many challenges and can struggle with low patient volumes and financial issues and by the nature of our size; CAH’s are some of the most transparent hospitals in our country.  It is with this in mind that I share the following comments, concerns, and recommendations related to the proposed changes to the Form 990 on behalf of GMC and MHA which represents all hospitals in Montana.

· The proposed reporting requirements would impose an unreasonable burden on hospitals, especially critical access hospitals.

· The proposed changes would substantially alter the Form 990 and create 15 new reporting schedules for tax-exempt organizations, including hospitals. MHA staff estimates that Montana hospitals may have to complete as many as eight of these forms. 


· Critical access hospitals are least able to comply with the new reporting requirements, especially Schedule H which would require them to quantify the community benefits they provide. 


· CAH’s have minimal staff in their billing and business offices. 


· CAH’s do not have staff trained to compile community benefit information, nor do they have the software needed for this task.


· MHA members estimate that compliance would require 120-160 hours a year of staff time. This does not include the time required to install and train staff on how to compile the data.


· The software used by CHA and VHA hospitals to compile community benefit data costs more than $6,000 to purchase. In addition, annual update fees are charged. Only one of Montana’s 45 CAH’s uses this software currently.

· Recommendation: Either to exempt CAH’s from the community benefit reporting requirement or to significantly scale back this requirement.


· The continued operation of CAH’s – providing the only access to health care in frontier communities – should justify their community benefit.


· Instead of quantifying their community benefit, as proposed by the IRS, CAH’s could be required to list the community benefits they provide. This would ensure accountability while also avoiding the extra administrative burden.


· The Definition of Community Benefit should include unpaid Medicare costs and bad debt. 

· Providing medical treatment for the elderly and serving Medicare beneficiaries is an essential service provided by hospitals – regardless of the amount hospitals are paid for doing so. 


· Medicare’s payments to hospitals do not cover the full cost of the care provided to Medicare beneficiaries. Nationwide, Medicare pays hospitals about 92 cents for every dollar of care they provide. MedPAC data substantiate the point that hospitals are losing money treating Medicare beneficiaries; MedPAC estimates that these losses are expected to grow in the future. 


· Medicare pays CAH’s 101 percent of what it considers cost. However, Medicare excludes a number of costs; as a result, CAH’s are really paid only 90-95 percent of cost. 


· Unpaid Medicare costs amount to a subsidy hospitals provide to the Medicare program and are a substantial community benefit. 


· Much of the bad debt incurred by hospitals is for care delivered to low-income, uninsured and underinsured patients, who, for whatever reason; decline to apply for financial assistance. We serve these patients regardless of their ability to pay – which certainly qualifies as a community benefit.


· In a 2006 report, the Congressional Budget Office concluded that its study supports using uncompensated care (bad debt and charity care) as a measure of community benefits.


· The IRS wants to collect pricing information that is not relevant to the charitable purpose of a hospital. 


· The pricing matrix contained in Schedule H, Part II is unnecessary. Charity care data is included in Schedule H; Part I. Information about a hospital’s Medicare and Medicaid revenues is also contained in other parts of the form.

· Private pay pricing and discount information is proprietary. Disclosing it could give insurers a competitive advantage in negotiating contracts.


· The IRS delay implementation of the forms and schedules – in particular, Schedule H – until tax-year 2010. 


· It is unrealistic to think that hospitals can begin compiling such a massive amount of information beginning on January 1, 2008. It will be difficult for the IRS to publish guidelines by then, difficult for hospitals to revise their software and difficult for hospitals to train their staff for compliance. 


· A delay also would give the IRS more time to work with hospitals to improve the transition to the new forms and schedules.  


The Definition of Community Benefit should include unpaid Medicare costs and bad debt. 


Providing medical treatment for the elderly and serving Medicare beneficiaries is an essential service provided by hospitals – regardless of the amount hospitals are paid for doing so. 


Medicare’s payments to hospitals do not cover the full cost of the care provided to Medicare beneficiaries. Nationwide, Medicare pays hospitals about 92 cents for every dollar of care they provide. MedPAC data substantiate the point that hospitals are losing money treating Medicare beneficiaries; MedPAC estimates that these losses are expected to grow in the future. 


Medicare pays CAH’s 101 percent of what it considers cost. However, Medicare excludes a number of costs; as a result, CAH’s are really paid only 90-95 percent of cost. 


Unpaid Medicare costs amount to a subsidy hospitals provide to the Medicare program and are a substantial community benefit.  


Much of the bad debt incurred by hospitals is for care delivered to low-income, uninsured and underinsured patients, who, for whatever reason; decline to apply for financial assistance. We serve these patients regardless of their ability to pay – which certainly qualifies as a community benefit.


In a 2006 report, the Congressional Budget Office concluded that its study supports using uncompensated care (bad debt and charity care) as a measure of community benefits.


Collecting Pricing Data
The IRS wants to collect pricing information that is not relevant to the charitable purpose of a hospital.  The pricing matrix contained in Schedule H, Part II is unnecessary. Private pay pricing and discount information is proprietary. Disclosing it could give insurers a competitive advantage in negotiating contracts.


The data collected on a historical basis will serve no useful public function. The Form 990 is not an appropriate tool for the public to seek current pricing information about their health care. The Centers for Medicare and Medicaid Services is already working to post price and quality data on the Internet for common services. The effort by the IRS is redundant, at best. 


Since the Form 990 is collecting historical data, the pricing information is out-of-date. Consumers need access to pricing and quality information. But that data is best obtained directly from the medical providers being considered by the consumer.


In closing, I want to thank you again for the opportunity to provide these remarks and for your serious consideration of the same.  If I can be of further assistance please feel free to contact me.

Sincerely,


Scott A. Duke


Chief Executive Officer

Hometown Quality Care
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By Electronic Filing

Internal Revenue Service
Form 990 Redesign, SE:T:EO
1111 Constitution Avenue, NW
Washington, D.C. 20224

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

Hello, my name is Scott A. Duke, Chief Executive Officer for the Glendive Medical Center
(GMC) located in Glendive, Montana. | am also the current Chairman for the Montana Hospital
Association (MHA). As such, | appreciate the opportunity to submit comments on the draft
redesigned Form 990.

GMC is a not-for-profit, community-based health care organization that provides a full spectrum
of medical services. Specifically, GMC is comprised of a 25 bed critical access hospital (CAH),
75 bed skilled nursing facility, 13 unit assisted living facility, along with a home care/hospice
agency that serves 4 area counties. GMC also operates and manages the Eastern Montana
Veteran’s Nursing Home, an 80 bed skilled nursing facility. In addition, 22 physicians and mid-
level providers practice at our facility and provide outpatient services at the Gabert Clinic, which
is a federally designated rural health clinic (RHC). GMC employs more than 450 people.

By most standards, GMC is considered a small rural hospital but, it is important to note that in
Montana there are 45 CAH’s and most of these facilities are significantly smaller in their size
(number of beds and scope of services). These facilities are sometimes referred to as “Frontier”
hospitals.

Hometown Quality Care



Since 1999, GMC has voluntarily reported its community benefits, following the model
established by the Volunteer Hospital Association, Inc. (VHA). Montana’s hospitals recognize
the importance of publicly demonstrating that we are fulfilling our charitable responsibilities and
we believe that our community benefits report provides the amount of information which is
practical for an organization of our size.

It is always difficult to make one solution “fit” all types of entities particularly hospitals. The CAH
program was designed to maintain access in rural and frontier parts of the United States. CAH’s
face many challenges and can struggle with low patient volumes and financial issues and by the
nature of our size; CAH’s are some of the most transparent hospitals in our country. It is with
this in mind that | share the following comments, concerns, and recommendations related to the
proposed changes to the Form 990 on behalf of GMC and MHA which represents all hospitals in
Montana.

e The proposed reporting requirements would impose an unreasonable burden on
hospitals, especially critical access hospitals.

0 The proposed changes would substantially alter the Form 990 and create 15 new
reporting schedules for tax-exempt organizations, including hospitals. MHA staff
estimates that Montana hospitals may have to complete as many as eight of these
forms.

o Critical access hospitals are least able to comply with the new reporting
requirements, especially Schedule H which would require them to quantify the
community benefits they provide.

= CAH'’s have minimal staff in their billing and business offices.

= CAH'’s do not have staff trained to compile community benefit information,
nor do they have the software needed for this task.

= MHA members estimate that compliance would require 120-160 hours a
year of staff time. This does not include the time required to install and train
staff on how to compile the data.

» The software used by CHA and VHA hospitals to compile community
benefit data costs more than $6,000 to purchase. In addition, annual update
fees are charged. Only one of Montana’s 45 CAH’s uses this software
currently.

0 Recommendation: Either to exempt CAH’s from the community benefit reporting
requirement or to significantly scale back this requirement.

= The continued operation of CAH’s — providing the only access to health
care in frontier communities — should justify their community benefit.

= |nstead of quantifying their community benefit, as proposed by the IRS,
CAH'’s could be required to list the community benefits they provide. This
would ensure accountability while also avoiding the extra administrative
burden.



The Definition of Community Benefit should include unpaid Medicare costs and
bad debt.

(0]

Providing medical treatment for the elderly and serving Medicare beneficiaries is
an essential service provided by hospitals — regardless of the amount hospitals are
paid for doing so.

Medicare’s payments to hospitals do not cover the full cost of the care provided to
Medicare beneficiaries. Nationwide, Medicare pays hospitals about 92 cents for
every dollar of care they provide. MedPAC data substantiate the point that
hospitals are losing money treating Medicare beneficiaries; MedPAC estimates
that these losses are expected to grow in the future.

Medicare pays CAH’s 101 percent of what it considers cost. However, Medicare
excludes a number of costs; as a result, CAH'’s are really paid only 90-95 percent
of cost.

Unpaid Medicare costs amount to a subsidy hospitals provide to the Medicare
program and are a substantial community benefit.

Much of the bad debt incurred by hospitals is for care delivered to low-income,
uninsured and underinsured patients, who, for whatever reason; decline to apply
for financial assistance. We serve these patients regardless of their ability to pay —
which certainly qualifies as a community benefit.

In a 2006 report, the Congressional Budget Office concluded that its study
supports using uncompensated care (bad debt and charity care) as a measure of
community benefits.

The IRS wants to collect pricing information that is not relevant to the charitable
purpose of a hospital.

o

(0]

The pricing matrix contained in Schedule H, Part Il is unnecessary. Charity care
data is included in Schedule H; Part I. Information about a hospital’'s Medicare and
Medicaid revenues is also contained in other parts of the form.

Private pay pricing and discount information is proprietary. Disclosing it could give
insurers a competitive advantage in negotiating contracts.

The IRS delay implementation of the forms and schedules —in particular, Schedule
H — until tax-year 2010.

(0]

(0]

It is unrealistic to think that hospitals can begin compiling such a massive amount
of information beginning on January 1, 2008. It will be difficult for the IRS to
publish guidelines by then, difficult for hospitals to revise their software and difficult
for hospitals to train their staff for compliance.

A delay also would give the IRS more time to work with hospitals to improve the
transition to the new forms and schedules.



The Definition of Community Benefit should include unpaid Medicare costs and bad debt.
Providing medical treatment for the elderly and serving Medicare beneficiaries is an essential
service provided by hospitals — regardless of the amount hospitals are paid for doing so.

Medicare’s payments to hospitals do not cover the full cost of the care provided to Medicare
beneficiaries. Nationwide, Medicare pays hospitals about 92 cents for every dollar of care they
provide. MedPAC data substantiate the point that hospitals are losing money treating Medicare
beneficiaries; MedPAC estimates that these losses are expected to grow in the future.

Medicare pays CAH’s 101 percent of what it considers cost. However, Medicare excludes a
number of costs; as a result, CAH’s are really paid only 90-95 percent of cost.

Unpaid Medicare costs amount to a subsidy hospitals provide to the Medicare program and are
a substantial community benefit.

Much of the bad debt incurred by hospitals is for care delivered to low-income, uninsured and
underinsured patients, who, for whatever reason; decline to apply for financial assistance. We
serve these patients regardless of their ability to pay — which certainly qualifies as a community
benefit.

In a 2006 report, the Congressional Budget Office concluded that its study supports using
uncompensated care (bad debt and charity care) as a measure of community benefits.

Collecting Pricing Data

The IRS wants to collect pricing information that is not relevant to the charitable purpose of a
hospital. The pricing matrix contained in Schedule H, Part Il is unnecessary. Private pay pricing
and discount information is proprietary. Disclosing it could give insurers a competitive advantage
in negotiating contracts.

The data collected on a historical basis will serve no useful public function. The Form 990 is not
an appropriate tool for the public to seek current pricing information about their health care. The
Centers for Medicare and Medicaid Services is already working to post price and quality data on
the Internet for common services. The effort by the IRS is redundant, at best.

Since the Form 990 is collecting historical data, the pricing information is out-of-date.
Consumers need access to pricing and quality information. But that data is best obtained
directly from the medical providers being considered by the consumer.

In closing, | want to thank you again for the opportunity to provide these remarks and for your
serious consideration of the same. If | can be of further assistance please feel free to contact
me.

Sincerely,

Scott A. Duke
Chief Executive Officer
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Z healthcare financial management association

September 14, 2007
By Electronic Filing

Internal Revenue Service

Form 990 Redesign, SE:T:EO
1111 Constitution Avenue, NW
Washington, D.C. 20224

RE: Comments on Draft redesigned form 990 and Schedules

The Healthcare Financial Management Association (HFMA) is pleased to submit the following
comments on the draft redesigned Form 990 and new draft schedules.

These reporting documents have the potential to help tax-exempt healthcare providers better tell
their community benefit story and demonstrate that they are fulfilling their tax-exempt purpose.
Revising the form and adding a schedule to reflect today’s complex healthcare environment is
timely and laudable. We look forward to working with the IRS and our membership to ensure
that these reporting tools achieve the stated goals of transparency and accountability while
minimizing administrative burden.

Over the past several months, HFMA has worked closely with members, other healthcare
organizations, and IRS staff on this issue. We observe that the tax-exempt healthcare community
is closely aligned on their concerns about the extent of revisions that must be made to the
redesigned Form 990 and new schedules (particularly Schedule H) before they become effective
tools to promote transparency, comparability, and accountability. The American Hospital
Association, American Bar Association, Catholic Healthcare Association, and others have
submitted comments that provided detailed, line-by-line recommendations. Rather than repeat
their work, we wish to express our concurrence with the common themes and recommendations
submitted by our colleagues. In this letter, we will limit our remarks to those points that are
specific to HFMA’s expertise and positions.

Attributes of Tax-Exempt Healthcare Providers
We are delighted to see that the form and schedule clearly reflect the fact that charitable activity

extends well beyond the provision of charity care, as provided for by IRS Revenue Ruling 69-
545.
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Tax-exempt healthcare organizations are formed to address the specific needs of their
communities; therefore, the attributes that merit tax-exemption are not standard across all
institutions. In 1991, an HFMA Chairman's Task Force released a report identifying the major
attributes of tax-exempt organizations. The Principles and Practices Board built on these
attributes in light of the current environment. These attributes can be divided into organizational
characteristics and types of services.

Organizational characteristics:

Mission to Provide Community Benefit. Mission is a cornerstone of granting tax-
exemption. According to federal law, the tax-exempt provider must have a clearly
defined mission statement committing the institution to charitable endeavors. Both the
institution's historical background and the community's needs are important in
determining the mission statement.

Use of Financial Surpluses. No individual may receive any portion of a tax-exempt
institution's financial surpluses as a result of ownership. Both federal and state laws
require that all financial surpluses must go toward furthering the organization's charitable
purpose. Compensation arrangements must be carefully constructed to reflect fair market
value for services rendered.

Accountability. The organization's board of trustees must hold itself answerable to its
community for maximizing the entity's contribution to the community.

Goodwill. Goodwill is an intangible attribute characteristic of successful tax-exempt
hospitals continuing their mission of providing care and meeting their community
responsibility over a long period of time. Such organizations usually have stable
ownership and governance structures and regularly receive significant philanthropic and
volunteer support.

Types of charitable services:

Provision of Charity Care. Free or discounted care is an important component of many
hospitals' tax-exempt missions, but is not the only function that hospitals perform to merit
tax-exempt status. Organizations that provide charity care must establish and
communicate a clear charity care policy based on community needs and input. The policy
should include easy-to-understand, written eligibility criteria.

Reduction of Government Burden. Many tax-exempt hospitals provide services that
government otherwise would have to provide. Services especially demanded from tax-
exempt healthcare providers include high-tech, high-intensity services, emergency care,
chronic care, long-term care, and unprofitable services.
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e Provision of Essential Healthcare Services. Tax-exempt healthcare providers are often the
sole providers of healthcare services that are so essential to community health that tax-
exempt status is warranted. Examples of essential services include emergency rooms and
outpatient clinics serving low-income patients.

e Provision of Unprofitable Services. The provision of unprofitable services is commonly a
provider's charitable response to a community need. Unprofitable services in this sense
lose money because of high costs combined with low volume or inadequate payment
rather than inefficient operations. Common examples of unprofitable services include
burn, neonatal, and trauma centers and community mental health centers.

e Public Education. Teaching institutions, of course, are exempt because of their role in the
advancement of education and science. Most tax-exempt healthcare providers, however,
also provide a range of educational programs to enhance public health. Examples of such
programs include public health education, wellness programs, and the sponsorship of
educational activities.

e Serving Other Unmet Human Needs. Some tax-exempt hospitals provide important
services that are tangential to health care but that are unmet by any other entity in the
service area. Examples of these activities include senior citizen education and outreach
programs, care for "boarder" babies, or the operation of a "meals-on-wheels" program.

We are concerned that the structure, content, and magnitude of information required by the revised
form and schedules sets an expectation that compliance with tax-exempt regulations is only achieved
if the dollar value of the community benefits provided equals the value of the tax-exemption. This
expectation makes it difficult to acknowledge the intangible benefits related to the service and
operation of tax-exempt healthcare institutions that are not readily measured in dollars. Importantly,
such expectations obscure the fact that the IRS and court rulings have repeatedly determined that the
promotion of health care is in itself a charitable activity.

We have found over the past 15 years that these 10 attributes have been a useful, comprehensive
framework for articulating what makes an exempt organization different from its for-profit
counterparts. Therefore, we urge the IRS to ensure that the form, schedules, instructions, as well as
the field audit guides used to help interpret these materials, are structured to express these attributes,
and that the form 990 and schedules allow healthcare providers to capture clearly all the relevant
attributes by which they support the community benefit standard.

Reporting of Charity Care and Bad Debt

HFMA believes that currently, most healthcare organizations under-report charity care and over-
report bad debt, largely because of the nature of healthcare delivery, and in many cases, the
difficulty in obtaining appropriate financial information from patients to determine their financial
status prior to service delivery. Historically, both charity care and bad debt were treated as
uncompensated care and often were not clearly separated. As such, the difference between the
two often was blurred.
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To address this problem, in 2006, HFMA’s Principles and Practices Board, updated Statement
15: Valuation and Financial Statement Presentation of Charity Care and Bad Debts by
Institutional Healthcare Providers.

A noteworthy revision to Statement 15, which has important implications for charity care
reporting as well as collection activities concerning unpaid patient bills, addresses how to record
bad debt. The Principles and Practices Board states that revenue for patient services should be
recognized only when it meets GAAP’s revenue recognition criteria:

e Pervasive evidence exists of a payment agreement between the provider and
the patient

o Services have been rendered

e The price is fixed or determinable, and

e Collectibility is reasonably assured

The accounting standard-setting bodies have clearly stated charity care results from an entity’s
decision to forego revenue. Bad debts, on the other hand, result from the customer/patient’s
refusal to pay for services that have met the criteria for revenue recognition listed above. (The
full statement can be downloaded at http://www.hfma.org/ppb15)

Statement 15 also addresses the appropriate reporting of Medicare payment shortfalls:

Medicare shortfalls, if disclosed, should be treated separately, because the program serves
all elderly and disabled beneficiaries, regardless of income. This difference has resulted
in a wide diversity of practice regarding the inclusion of Medicare shortfalls as
community benefit. The Principles and Practices Board acknowledges that Medicare
shortfalls can be an important issue for many providers, and that such losses can be
material to the facility’s financial status. The Principles and Practices Board concludes
that each hospital should decide, based on its circumstances, whether Medicare shortfalls
should be part of its community benefit disclosure. In all cases where Medicare shortfalls
are disclosed, the disclosure should be separate from charity care and accompanied by
sufficient detail and context to help readers understand each reported cost calculation.
(Paragraph 11.2).

We recommend that the IRS incorporate Statement 15 guidance into its instructions for
measuring and reporting charity care and bad debt. Also, in Schedule H, Line 3, we recommend
adding a specific line item for Medicare payment shortfalls.

Billing and Collection Practices

Billing and collections practices is an important issue with significant policy implications.
However, the information requested in Schedule H Part IT does not provide evidence of how a
facility complies with current regulations governing tax-exempt organizations. Therefore,
HFMA recommends that this section be removed, or that the IRS explain how each set of
information requested serves to demonstrate a provider’s exempt-organization compliance.





Internal Revenue Service
September 14, 2007
Page 5 of 5

Deadline

Finally, HFMA is deeply concerned about the proposed implementation deadlines, and we urge
an extension to the filing deadline for the revised form and new schedules to tax year 2010. The
extra time will allow affected entities to develop the additional processes which will be necessary
to gather and prepare the additional information required in the new forms, especially draft
Schedule K (Supplemental Information on Tax-Exempt Bonds). Also, the revisions the IRS
makes to the form, instructions, and schedules after reviewing public comments are likely to be
extensive. The extent of these changes, combined with the complexity of the information that the
IRS seeks to capture, makes an additional review period prudent. To meet the tax year 2010
deadline, we hope to see the second draft early in 2008, with a final form released no later than
December 31, 2008.

HFMA hopes that these comments and recommendations are useful as the IRS pursues the best
interests of patients, taxpayers, and the nation’s healthcare system. We are at your service to
provide additional background material or perspective on this complex issue. You may reach me,
or Richard Gundling, Vice President of HFMA’s Washington, DC, office, at (202) 296-2920. We
look forward to working with you.

Sincerely,

ez Wn

Richard L. Clarke, DHA, FHFMA

About HFMA

HFMA is the nation's leading membership organization for more than 34,000 healthcare financial
management professionals. Our members are widely diverse, employed by hospitals, integrated
delivery systems, managed care organizations, ambulatory and long-term care facilities, physician
practices, accounting and consulting firms, and insurance companies. Members' positions include
chief executive officer, chief financial officer, controller, patient accounts manager, accountant, and
consultant.

HFMA is a nonpartisan professional practice organization. As part of its education, information, and
professional development services, HFMA develops and promotes ethical, high-quality healthcare
finance practices. HFMA works with a broad cross-section of stakeholders to improve health care by
identifying and bridging gaps in knowledge, best practices, and standards.






September 14, 2007
By Electronic Filing

Internal Revenue Service

Form 990 Redesign, SE:T:EO
1111 Constitution Avenue, NW
Washington, D.C. 20224

RE: Commentson Draft redesigned form 990 and Schedules

The Healthcare Financial Management Association (HFMA) is pleased to submit the following
comments on the draft redesigned Form 990 and new draft schedules.

These reporting documents have the potential to help tax-exempt healthcare providers better tell
their community benefit story and demonstrate that they are fulfilling their tax-exempt purpose.
Revising the form and adding a schedule to reflect today’ s complex healthcare environment is
timely and laudable. We look forward to working with the IRS and our membership to ensure
that these reporting tools achieve the stated goals of transparency and accountability while
minimizing administrative burden.

Over the past several months, HFMA has worked closely with members, other healthcare
organizations, and IRS staff on thisissue. We observe that the tax-exempt healthcare community
isclosely aligned on their concerns about the extent of revisions that must be made to the
redesigned Form 990 and new schedules (particularly Schedule H) before they become effective
tools to promote transparency, comparability, and accountability. The American Hospital
Association, American Bar Association, Catholic Healthcare Association, and others have
submitted comments that provided detailed, line-by-line recommendations. Rather than repeat
their work, we wish to express our concurrence with the common themes and recommendations
submitted by our colleagues. In this letter, we will limit our remarks to those points that are
specific to HFMA'’ s expertise and positions.

Attributes of Tax-Exempt Healthcare Providers
We are delighted to see that the form and schedule clearly reflect the fact that charitable activity

extends well beyond the provision of charity care, as provided for by IRS Revenue Ruling 69-
545.
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Tax-exempt healthcare organizations are formed to address the specific needs of their
communities; therefore, the attributes that merit tax-exemption are not standard across all
ingtitutions. In 1991, an HFMA Chairman's Task Force released a report identifying the major
attributes of tax-exempt organizations. The Principles and Practices Board built on these
attributesin light of the current environment. These attributes can be divided into organizational
characteristics and types of services.

Organizational characteristics:

Mission to Provide Community Benefit. Mission is a cornerstone of granting tax-

exemption. According to federal law, the tax-exempt provider must have a clearly
defined mission statement committing the institution to charitable endeavors. Both the
institution's historical background and the community's needs are important in
determining the mission statement.

Use of Financial Surpluses. No individual may receive any portion of atax-exempt
institution's financial surpluses as aresult of ownership. Both federal and state laws
require that all financial surpluses must go toward furthering the organization's charitable
purpose. Compensation arrangements must be carefully constructed to reflect fair market
value for services rendered.

Accountability. The organization's board of trustees must hold itself answerable to its
community for maximizing the entity's contribution to the community.

Goodwill. Goodwill is an intangible attribute characteristic of successful tax-exempt
hospitals continuing their mission of providing care and meeting their community
responsibility over along period of time. Such organizations usually have stable
ownership and governance structures and regularly receive significant philanthropic and
volunteer support.

Types of charitable services:

Provision of Charity Care. Free or discounted care is an important component of many
hospitals tax-exempt missions, but is not the only function that hospitals perform to merit
tax-exempt status. Organizations that provide charity care must establish and
communicate a clear charity care policy based on community needs and input. The policy
should include easy-to-understand, written eligibility criteria.

Reduction of Government Burden. Many tax-exempt hospitals provide services that
government otherwise would have to provide. Services especially demanded from tax-
exempt healthcare providers include high-tech, high-intensity services, emergency care,
chronic care, long-term care, and unprofitable services.
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e Provision of Essential Healthcare Services. Tax-exempt healthcare providers are often the
sole providers of healthcare services that are so essential to community health that tax-
exempt status is warranted. Examples of essential services include emergency rooms and
outpatient clinics serving low-income patients.

e Provision of Unprofitable Services. The provision of unprofitable servicesis commonly a
provider's charitable response to a community need. Unprofitable services in this sense
lose money because of high costs combined with low volume or inadequate payment
rather than inefficient operations. Common examples of unprofitable services include
burn, neonatal, and trauma centers and community mental health centers.

e Public Education. Teaching institutions, of course, are exempt because of their role in the
advancement of education and science. Most tax-exempt healthcare providers, however,
also provide arange of educational programs to enhance public health. Examples of such
programs include public health education, wellness programs, and the sponsorship of
educationa activities.

e Serving Other Unmet Human Needs. Some tax-exempt hospitals provide important
services that are tangential to health care but that are unmet by any other entity in the
service area. Examples of these activities include senior citizen education and outreach
programs, care for "boarder" babies, or the operation of a"meals-on-wheels" program.

We are concerned that the structure, content, and magnitude of information required by the revised
form and schedul es sets an expectation that compliance with tax-exempt regulations is only achieved
if the dollar value of the community benefits provided equal s the value of the tax-exemption. This
expectation makes it difficult to acknowledge the intangible benefits related to the service and
operation of tax-exempt healthcare institutions that are not readily measured in dollars. Importantly,
such expectations obscure the fact that the IRS and court rulings have repeatedly determined that the
promotion of health careisinitself acharitable activity.

We have found over the past 15 years that these 10 attributes have been a useful, comprehensive
framework for articulating what makes an exempt organization different from its for-profit
counterparts. Therefore, we urge the IRS to ensure that the form, schedules, instructions, as well as
the field audit guides used to help interpret these materials, are structured to express these attributes,
and that the form 990 and schedules allow healthcare providers to capture clearly all the relevant
attributes by which they support the community benefit standard.

Reporting of Charity Care and Bad Debt

HFMA believes that currently, most healthcare organizations under-report charity care and over-
report bad debt, largely because of the nature of healthcare delivery, and in many cases, the
difficulty in obtaining appropriate financial information from patients to determine their financial
status prior to service delivery. Historically, both charity care and bad debt were treated as
uncompensated care and often were not clearly separated. As such, the difference between the
two often was blurred.
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To address this problem, in 2006, HFMA’ s Principles and Practices Board, updated Statement
15: Valuation and Financial Statement Presentation of Charity Care and Bad Debts by
Institutional Healthcare Providers.

A noteworthy revision to Statement 15, which has important implications for charity care
reporting as well as collection activities concerning unpaid patient bills, addresses how to record
bad debt. The Principles and Practices Board states that revenue for patient services should be
recognized only when it meets GAAP' s revenue recognition criteria:

e Pervasive evidence exists of a payment agreement between the provider and
the patient

e Services have been rendered

e Thepriceisfixed or determinable, and

e Collectibility is reasonably assured

The accounting standard-setting bodies have clearly stated charity care results from an entity’s
decision to forego revenue. Bad debts, on the other hand, result from the customer/patient’s
refusal to pay for services that have met the criteriafor revenue recognition listed above. (The
full statement can be downloaded at http://www.hfma.org/ppb15)

Statement 15 al so addresses the appropriate reporting of Medicare payment shortfals:

Medicare shortfalls, if disclosed, should be treated separately, because the program serves
all elderly and disabled beneficiaries, regardless of income. This difference has resulted
in awide diversity of practice regarding the inclusion of Medicare shortfalls as
community benefit. The Principles and Practices Board acknowledges that Medicare
shortfalls can be an important issue for many providers, and that such losses can be
material to the facility’ s financial status. The Principles and Practices Board concludes
that each hospital should decide, based on its circumstances, whether Medicare shortfalls
should be part of its community benefit disclosure. In al cases where Medicare shortfals
are disclosed, the disclosure should be separate from charity care and accompanied by
sufficient detail and context to help readers understand each reported cost calculation.
(Paragraph 11.2).

We recommend that the IRS incorporate Statement 15 guidance into its instructions for
measuring and reporting charity care and bad debt. Also, in Schedule H, Line 3, we recommend
adding a specific line item for Medicare payment shortfalls.

Billing and Collection Practices

Billing and collections practices is an important issue with significant policy implications.
However, the information requested in Schedule H Part 11 does not provide evidence of how a
facility complies with current regulations governing tax-exempt organizations. Therefore,
HFMA recommends that this section be removed, or that the IRS explain how each set of
information requested serves to demonstrate a provider’ s exempt-organization compliance.
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Deadline

Finally, HFMA is deeply concerned about the proposed implementation deadlines, and we urge
an extension to the filing deadline for the revised form and new schedules to tax year 2010. The
extratime will allow affected entities to devel op the additional processes which will be necessary
to gather and prepare the additional information required in the new forms, especially draft
Schedule K (Supplemental Information on Tax-Exempt Bonds). Also, the revisions the IRS
makes to the form, instructions, and schedules after reviewing public comments are likely to be
extensive. The extent of these changes, combined with the complexity of the information that the
IRS seeks to capture, makes an additional review period prudent. To meet the tax year 2010
deadline, we hope to see the second draft early in 2008, with afinal form released no later than
December 31, 2008.

HFMA hopes that these comments and recommendations are useful as the IRS pursues the best
interests of patients, taxpayers, and the nation’ s healthcare system. We are at your service to
provide additional background material or perspective on this complex issue. Y ou may reach me,
or Richard Gundling, Vice President of HFMA’s Washington, DC, office, at (202) 296-2920. We
look forward to working with you.

Sincerely,

ez Wn

Richard L. Clarke, DHA, FHFMA

About HFM A

HFMA isthe nation's leading membership organization for more than 34,000 healthcare financial
management professionals. Our members are widely diverse, employed by hospitals, integrated
delivery systems, managed care organizations, ambulatory and long-term care facilities, physician
practices, accounting and consulting firms, and insurance companies. Members' positions include
chief executive officer, chief financia officer, controller, patient accounts manager, accountant, and
consultant.

HFMA is anonpartisan professional practice organization. As part of its education, information, and
professional development services, HFMA develops and promotes ethical, high-quality healthcare
finance practices. HFMA works with a broad cross-section of stakeholders to improve health care by
identifying and bridging gaps in knowledge, best practices, and standards.
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September 14, 20607

Internal Revenue Service

Form 990 Redesign

ATTN: SE: T: EO

111 Constitution Avenue, N.W.
Washington, D.C. 20224

Dear Sir or Madam:

Adventist Health System Sunbelt Healthcare Corporation (AHSSHC) is the tax-exempt parent
organization to a system of tax-exempt hospital, nursing home, and other healthcare provider
subsidiary organizations. The system is known as Adventist Health System (AHS). In
conjunction with its role as parent organization to the system, AHSSHC has set forth below its
comments and/or questions with respect to the newly redesigned Form 990 that was released by
the Internal Revenue Service (IRS) on June 14, 2007. The comments below are submitted on
behalf of AHSSHC and all of its tax-exempt subsidiary organizations. Please note that a draft
Form 990 comment letter was previously submitted by the AHS system in August of 2007.
Accordingly, this correspondence is a follow-up to our earlier submission.

We understand that the IRS has redesigned the Form 990 based on three guiding principles,
namely enhancing transparency, promoting tax compliance, and minimizing the burden on the
filing organization. For each discussion item noted below, we have commented, as applicable,
with respect to our view of how that item assists in achieving one or more of the above-stated
IRS goals. We have also set forth in our comments below several recommendations for the
revision/deletion of certain Form 990 information requests. |

AHS would appreciate the opportunity to be a part of a face-to-face meeting with the IRS team
who is responsible for the Form 990 re-design to offer our insight and share our perspectives on
the proposed content of the Form 990 as it relates to hospital systems. With a deeper
understanding of the IRS’ objectives and goals with respect to the re-design of the Form 990, we
believe that AHS could offer the IRS practical information concerning hospital industry data,
including the accessibility of data and relevance to your stated goals.

Our comments below are grouped by topic/issue rather than by order of appearance within the

new draft Form 990. Each discussion item below is preceded by the identity of its location
within the draft Form 990.

Cg/}ﬂ?ﬁ/{ry Aoyt %/Mzz?/% C w7
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COMPENSATION REPORTING:

Schedule J, Page 1, Line 1, Column (C) — The draft instructions for this column indicate
that all deferrals of compensation should be reported in this column, including earnings
accrued on deferred amounts and/or increases (but not decreases) in actuarial value, if
any.

We do not understand why the total amount to be reported in column (C) would be

required to include earnings accrued on deferred amounts and/or increases in actuarial
values. Generally, once a deferred amount of compensation has been credited to a listed
person, the individual determines investment decisions concerning the amount and
particular investment fund in which he or she wishes to invest. Accordingly, the earnings
accrued on deferred amounts would vary depending upon the individual’s investment
choices and on investment market conditions, and would not reflect the true amount that
the tax-exempt organization provided as deferred compensation. Similarly, changes in
actuarial values are not reflective of the actual amount of deferred compensation provided
by the organization to the listed person and may vary depending upon a myriad of factors.
Many of these factors are outside the control of the exempt organization.

In our view, the inclusion of earnings and increases in actuarial value with respect to
deferred compensation may provide a misleading picture of deferred compensation
actually earned or credited to the listed person. Also we believe that inclusion of these
items makes comparisons between organizations and within one organization over time
less transparent because actual compensation is clouded by investment performance. It
would also seem that if increases in actuarial value were to be disclosed, that decreases in
actuarial value should also be disclosed in order to provide a complete picture of actuarial
changes.

Additionally, annual information concerning earnings and increases in actuarial value
with respect to an individual’s deferred compensation account is not typically readily
available to the tax-exempt organization that is the sponsor of the deferred compensation
plan. Gathering this data would often involve securing the information from a third-party
vendor who handles all administrative matters concerning the investment of funds on
behalf of employees.

In summary, we believe the inclusion of earnings and/or increases in actuarial value on a
deferred compensation amount allocable or set aside for a listed person is
administratively burdensome, and detracts from the public’s ability to compare deferred
compensation amounts provided by tax-exempt organizations to their directors, trustees,
key employees, and highly compensated employees due to the impact of market and other
risk factors.

Schedule J, Page 1, Line 1, Column (D) — This column asks for the reporting of all
nontaxable fringe benefits provided to the listed person, including fringe benefits
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excludable under IRC Section 132. The most common form of fringe benefits excludable
under IRC Section 132 includes de minimis fringe benefits, qualified employee
discounts, and working condition fringe benefits. Treasury Regulation §1.132-6(¢)
provides examples of benefits excludable as de minimis fringe benefits. These examples
include, among others, such items as occasional personal use of an employer’s copy
machine, group meals or picnics for employees and their guests, coffee, doughnuts, and
soft drinks, local telephone calls and flowers or similar property provided to employees

under special circumstances (on account of illness, outstanding performance, or family

Crisis).

Column (D) of Schedule J appears to be asking the exempt organization to both value and
track the total de minimis fringe benefits (and other fringe benefit categories set forth in
IRC § 132) provided to an individual who is listed in Schedule J. In our view, the
exclusion provided for de minimis fringe benefits was provided in order that employers
need not track and report as compensation those items provided to employees (or other
categories of workers as stipulated in the Regulations) that are so small as to make
accounting for them unreasonable or administratively impracticable. We do not
understand why exempt organizations should be treated differently and asked to track
such small items for certain listed individuals. This would be an extremely burdensome
requirement. Similar reasoning would apply to the other excludable categories of §132
fringe benefits.

In lieu of requiring the exempt organization to value and report all nontaxable fringe
benefits, we suggest that a new question be added to Schedule J to inquire as to whether
any of the listed persons received nontaxable fringe benefits that were not commensurate
with those provided to rank-and-file employees. Ifthe answer to that question were
positive, the exempt organization should be required to provide an explanation of those
differences.

Schedule J, Page I, Line 1, Coluran (E) — This column requires that the total amount of
nontaxable expense reimbursements be reported for each listed person. Similar to our
comments above with respect to column (D), we believe it is administratively
burdensome for an exempt organization to be required to compile and report each listed
person’s nontaxable expense reimbursements on an annual basis. Additionally, we are
not sure how useful this information will be with respect to transparency and
comparability. Certain listed individuals may incur significant amounts of business travel
while others may not. The appropriate reimbursement of such business-related expenses
incurred by listed persons under an accountable plan does not, in our view, provide
further detail with respect to a listed person’s total compensation as higher amounts of
nontaxable expense reimbursements may be necessary for those individuals who travel
significantly as a part of their job duties. System executive employees at a hospital
system, such as AHS, often travel a good deal in connection with their duties in providing
leadership to all of the subsidiary organizations within the system and, accordingly, may
incur larger amounts of business travel reimbursements than an executive at a tax-exempt
organization that operated one hospital at one campus site. As an example, AHS operates
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in ten different states and so system-level executives are often required to travel in
connection with fulfilling their job duties.

Rather than being required to report total nontaxable expense reimbursements provided to
all listed persons, we recommend that the IRS consider deleting column (D) and insetting
new questions into Schedule J that inquire about whether or not the organization
reimburses business-related expenses under an accountable plan and whether or not the
organization performs some internal audit function with respect to an annual review of
selected executives’ expense reports.

Page 2, Part I1, Section A, Line la — This section asks for compensation information with
respect to officers, directors, trustees, key employees, and highly compensated employees
and independent contractors. More specifically, the requested compensation information
must be provided for all former officers, key employees, or highest compensated
employees who receive more than $100,000 of reportable compensation from the
organization and any related organization.

We ask that the IRS reconsider the inclusion in this section of former highest
compensated employees who received more than $100,000 of reportable compensation
from the organization in the reporting year unless such persons would be considered
disqualified persons under the intermediate sanctions provisions. In the case of former
highest compensated employees who are not considered disqualified persons, we do not
understand why the disclosure of current year compensation for such persons would be
necessary. We are not aware of any statutory authority that would require a disclosure of
such information. Compliance with this category of employees would require a separate
tracking of the top five highest paid employees for each of the years in the five-year look-
back period, adding to the administrative burden of completing Section A.

Page 1, Part I, Line 7 — This line item asks for the highest compensation amount reported
on Part II, Section A. We understand that Part I of the draft Form 990 is intended to
provide a summary of other information detailed in the return. We wish to express our
concern that with respect to question #7, the amount of compensation required to be
reported may highlight one number out of context. For example, a key employee may
receive a distribution from a non-qualified deferred compensation plan in any given year
that would be reported in Box 5 of Form W-2. The inclusion of the deferred
compensation distribution could result in a total compensation amount that, if reported
separately on page one of Form 990 without the benefit of additional explanation, could
be misinterpreted or misunderstood. We recommend that this line item be removed from
Section 1 of Part 1.

Page I, Part I, Line 8a & b — These two items will provide a percentage of the
organization’s total program services expense that is represented by officer, director,
trustee, and other key employee compensation. As in our remarks above concerning item
#7 in this Part I, we believe that differences among organizations will provide a wide
range of percentages in response to this question. The AHS system, not unlike other
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hospital systems, employs all system-wide executives (CEOs, CFOs, etc.) and reports
such executives’ compensation on its payroll. Accordingly, its percentage of
compensation for officers, directors and key employees compared to its total program
services expense is likely to be higher than the percentage reported by one of its
subsidiary hospital organizations. The potential wide range of responses to this question
depending upon an organization’s structure and operations will not provide sound or
meaningful comparisons with respect to compensation practices among tax-exempt
organizations. We recommend that this question be removed from Section I of Part I.

Schedule J, Lines 4 & 5 — These two lines ask whether or not the organization paid or
accrued any compensation to the persons listed above that was determined in whole, or in
part, by the revenues or net earnings of the organization or any related organization. We
request that the IRS provide a clarification to these two line items as to whether or not
compensation arrangements that would be considered fixed payments as defined in IRC
§4958 would be intended to not give rise to a positive response to these two questions.

GOVERNANCE, MANAGEMENT, & FINANCIAL REPORTING:

This Part III of the draft Form 990 appears to primarily seek information about policies,
procedures, and practices of the reporting organization that are not statutorily required, but are
representative of “best practices”. We suggest that the information requested in this Part I1I be
segregated into two different sub-headings, namely one sub-heading for “Statutory
Requirements” and a second for “Best Practices”. This segregation will assist a reviewer of the
Form 990 to distinguish between those policies and procedures that are required under the law
versus those that represent best practices.

Page 4, Part 111, Line 3b ~ This item asks for the number of transactions that the
organization reviewed under its written conflict of interest policy and related procedures
during the year. An annual determination of this number would require additional
tracking and monitoring that would, in our view, not produce a meaningful number as a
result of the tracking. We believe that the meaning of the word “reviewed” in this
question could be interpreted differently by organizations unless further clarification is
provided by the IRS. It would also appear that the number of transactions reviewed
under an organization’s conflict of interest policy may vary significantly depending upon
the particular operations and activities of the reporting organization. The wide range of
potential responses to this question will not, in our opinion, provide any meaningful
information to a reviewer of the Form 990.

Page 4, Part III, Lines 4 & 5 — These two lines inquire about whether or not the
organization has a written whistleblower policy and/or a written document retention and
destruction policy. While the existence of these two types of policies constitutes good
management/governance practices, the existence of written policies is not required for
income tax exemption under IRC §501(c)(3). It is our view that information that is of
interest to the IRS with respect to data-gathering be compiled through a means other than
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the annual Form 990. The Form 990 should generally be restricted to seeking
information that relates to current IRS standards concerning exemption.

Page 4, Part II1, Line 11 — This question asks whether or not, and by what method, the
organization makes available to the public its governing documents, conflict of interest
policy, Form 990, Form 990-T, financial statements and audit report. As noted above
with respect to lines 4 and 5, the information requested in this question appears to be
related to IRS data-gathering with respect to all of the listed items except for the Form
990 and Form 990-T which are currently required to be made available to the general
public. It is our view that the information requested in the question (other than with
respect to the Form 990 and 990-T) should be solicited by the IRS through questionnaires
and other correspondence. We are of the opinion that this questlon should be revised to
include only the Form 990 and Form 990-T availability. :

SCHEDULE K — SUPPLEMENTAL INFORMATION ON TAX EXEMPT BONDS

Schedule K, Page 1, Part I - This schedule appears to have been developed from the
perspective of a stand-alone entity with a series of single purpose bond issues. We
believe that we have a robust post issuance compliance process in place and are
continuing to enhance it each year. Even with the system we have in place we see a huge
administrative burden in complying with this schedule. AHS would love to see some
examples of how you would treat our situation. Any given bond issue at our organization
can be allocated to one, all, or somewhere in between of our 35 hospitals and 17 nursing
homes. At any location there can be multiple projects and hundreds of equipment
purchases that are financed with the bond proceeds. The request to provide even
summarized detail and corresponding placed in service information is going to be a
significant undertaking for each bond issue. Extrapolate this to approximately 100
outstanding bond issues and defiance escrows and you start to get a picture of what kind
of burden we are looking at. When you couple this schedule with the significant
compliance burden of the other parts of the revised Form 990, we believe that at a
minimum this Schedule should be implemented at least two years following the adoption
of the new revised Form 990.

Schedule K, Page 2, Part [II - Line 4 indicates that if an affirmative answer is given to
Lines 2a and 3a related to management contracts and research agreements, then the
highest percentage of the project subject to the agreements is to be reported. In our
opinion this question should be deleted since it is asking for a report on use that meets
safe harbors established by the IRS. In our system, we have hundreds if not thousands of
contracts that meet the specified safe harbors and it would be administratively
burdensome as well as absolutely irrelevant to summarize the use of space under these
confracts.

Schedule K, Page 2, Part 11, Line 5 - Similar to the comment above, the requested
reporting of the use of facilities may not qualify as private use based on regulatory
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exceptions. We would suggest limiting the disclosure to uses that result in private use to
limit the administrative burden on taxpayers.

SCHEDULE H— HOSPITAL:

.

Schedule H, Page 1, Part I, Community Benefit Report — As noted in our prior
submission of comments to the IRS with respect to the redesigned Form 990, we are of
the opinion that the unreimbursed costs of providing medical care to the elderly
community that are covered by the Medicare program should be considered part of the
benefit provided to the community by tax-exempt hospitals. Tax-exempt hospitals are
required to participate in the Medicare and Medicaid programs and so must accept
Medicare and Medicaid reimbursement rates for the services they provide to patients who
are covered beneficiaries of these programs. Serving these patients is a part of the benefit
that tax-exempt hospitals provide to their communities and should be reported as a
component of community benefit. We refer you to our previous submission of
preliminary comments, dated August 8, 2007, for an expanded discussion of this issue.

Schedule H, Page 1, Part I, Line 7, Other Community Benefits — This line item asks for
certain information for subsidized health services. The instructions for Schedule H, Part
I, line 7 define subsidized health services as clinical services provided despite a financial
loss, when the financial loss is so significant that negative margins remain after removing
the amounts of charity care and Medicaid shortfalls. We are of the opinion that this
item, as currently defined, is open to varying interpretations. We believe that the intent
of this line item is to capture information concerning an organization’s unreimbursed
costs of providing certain clearly identifiable community health programs, such as
urgent-care clinics, specialty care clinics located in low-income neighborhoods, burn
units located within a hospital, and organ transplant programs operated by a hospital.
Our recommendation is that the IRS clarify the definition of subsidized health services to
capture what we believe is their intent of what should be reported on this line and to
provide examples of the type of programs/services that should be reported.

Schedule H, Page 1, Part I - For each community benefit line item in this section under
the heading of “Charity Care” or “Other Benefits”, column (a) asks for the number of
activities or programs conducted. It is our opinion that determining the annual number
of activities or programs conducted for any of the community benefit items listed in the
rows of Part ] will be very subjective and subject to varying interpretations. For example,
in determining the number of activities or programs conducted in connection with
research, a hospital could consider its total research program at any particular hospital
site as one activity. Alternatively, it may treat research conducted for various disease
conditions to be separate activities even though all the research is performed at a single
hospital campus. For example, cardiac research may be treated as one activity and
diabetes research may be considered a separate activity. Alternatively, a hospital could
determine that each separate research project (clinical trial) should be considered a
separate activity. Accordingly, there could be widely disparate answers to this item. We
do not believe that the number of activities has any relevant bearing on the other data
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collected. We do not see the correlation between the number and the amount of benefit
provided. It is our recommendation that the IRS remove column (a) from Part I of
Schedule H.

e Schedule H, Page 2, Part V — This section requires the organization to provide the name
and address of each of the organization’s facilities. In addition, for each facility, the type
of service provided at the facility and a description of the activities and programs

“conducted at the facility must be set forth. We recommend that the IRS revise its
definition of “facility” for purposes of this section of Schedule H to only require a
separate listing of individual hospital campus sites, along with a reporting of the total
number of other outpatient facilities by type (i.e. outpatient surgery centers, physician
practice clinic sites, lmagmg centers). A requirement to list out any and all sites where
hospital or medical care is provided will be burdensome in terms of gathermg and
reporting this information each year. As an example, a large hospital operating several
campuses may also own and operate a number of clinic sites, imaging sites, and
outpatient physician practice sites. The time anticipated to be involved in gathering this
data and reporting it does not appear to be warranted in terms of providing the public
with additional information about the scope of a hospital organization’s activities. As an
example, it would seem that the public would be just as well informed about the
organization’s general activities/programs to know that Hospital X operates three
outpatient imaging centers, twenty physician practice sites, and two outpatient surgery
centers as it would if all 25 of these facilities were listed individually.

ddeok gk

We appreciate being given the opportunity to submit these comments to you. Thank you for
consideration of the recommended changes that are set forth in the narrative above.

Very truly yours,

Chief mancxal Officer

%C-M

Lynn C. Addiscott
Senior Tax Officer
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August 8, 2007

Mr. Ronald Sehultz |

Senior Technical Advisor for Tax-Exempt and Government Entities
Internal Revenue Service

111 Constitution Avenue, N.W.

Washington, D. C. 20224

Dear Mr. Schuitz:

On behalf of Adventist Health System, [ am providing ourpreliminary comments
to the proposed changes to IRS Form 990. Our major areas of concern have to
do'with the inclusion of Medicare shortfalls, capital investments that serve the
community, and cash reserves.

During a-conference call on June 28, IRS staff said it was not IRS’s intent o
change the current community. benefit:standard for fax-exempt hospitals, but
rather to-better quantify that standard. We applaud that effort. We also firmly
believe that any revisions to the 990 should reflect those elements consistent.
with IR8 Rulings 56-185: afid 69-545, and expanded upor in'IRS Ruling 83-157.
These are the major historic revenue rulings oh tax-exempt hospitals that have.
guided community benefit reporting for almost 40 years.

Ourirst concern with the revised form isthe ‘exclusion of Medicare shortfalls as
community benefit. Ruling 69-545 expressly fequires hospitals to participate in
the Medicare ‘and Medicaid programs as'a condition of tax-exemption. As a
result, shortfalls.in these programs remain an integral part.of the community
benefit standard. Ruling 83-157 says, “Other sighificant fastors, however,
including....treatment of persons paying.their bills with the aid of public programs
like Medicaid and Medicare... indicate that the hospitat is operating exclusively
to the benefit of the community.” ltis absolutely consistent with both IRS rulings
that tax-exempt hospitals report shoitfalls in Medicare when quantifying
community benefit. Canversely, excluding Medicare shortfalls is not consistent
with either ruling, and effectively removes the expectation that tax-exempt not-
far-profits participate in Medicare. '

We believe you may have relied in part on the Catholic Health Association’s
recommendations on-Medicare shortfalls. CHA takes a. limited view of
community-benefit owing to their unigue religious mission. As a faith-based
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health system ourselves, Adventist Health System does not believe that one view
of mission should be imposed upon a whole industry, especially when that view
is inconsistent with established IRS policy. The American Hospital Association
also favors the inclusion of Medicare shortfalls in community benefit reporting.

Revenue Ruling 83-157 defines the indicatars for hospitals operating exclusively
for the benefit of the community (as opposed to for-profit entities that operate for
the benefit of the owners or shareholders). These indicators include an open
medical staff policy and, as discussed, Medicaid and Medicare shortfatls (69-545
and 83-157). Otherindicators include exscutive compensation (56-185), charity
and discounted care to the uninsured (56-185, 69-545 and 83-157), and the
application of surplus cash to expenditures for facilities, equipment, patient care,
medical training, education and research (56-185and 83-157).

Specifically, Ruling 83-157 says notfor-profit, tax-exempt hospitals sHould apply
“any surplus to improving facilities.” We agree. Within prudent business
operating principles, not-for-profit hospitals should expend their surpluses for
facilities, equipment, programs, etc., over time and for the benefit of the
community. We suggest that hospitals report their spending on facilities,
equipment and programs in multi-year totals in order to truly reflect planning and
capital investment cycles. A five-year rolling aggregated number would be
appropriate. '

The issue of cash reserves is our final concern. Tax-exempt hospitals shotild not
retain excess cash beyond that required for sound ratings in the tax-exempt
finance market, We suggest that hospitals report their cash-on-hand to the IRS,
and that cash-on-hand be limited to 275-300 days in reserves, Extra reserves
could be:subject to a surtax if not spent within a year for capital or program
enhancements. The reporting of cash=on-hand and capital spending would. allow
for clear financial accauntability for institutions that should be operating for the
benefit of their cemmunities.

Adventist-Health 8ystem will also have some technical comments to make on
some of the schedules and calculations. We will forward those in separate
correspondence,

Thank you.in advance for your attention to our recommendations. 1f you would
like to discuss our comments, please do not hesitate to call me at 407-303-1607.

Sincerely,
Richard E. Morrison
Corporate Vice President
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Internal Revenue Service

Form 990 Redesign

ATTN: SE: T: EO

111 Constitution Avenue, N.W.
Washington, D.C. 20224

Dear Sir or Madam:

Adventist Health System Sunbelt Healthcare Corporation (AHSSHC) is the tax-exempt parent
organization to a system of tax-exempt hospital, nursing home, and other healthcare provider
subsidiary organizations. The system is known as Adventist Health System (AHS). In
conjunction with its role as parent organization to the system, AHSSHC has set forth below its
comments and/or questions with respect to the newly redesigned Form 990 that was released by
the Internal Revenue Service (IRS) on June 14, 2007. The comments below are submitted on
behalf of AHSSHC and all of its tax-exempt subsidiary organizations. Please note that a draft
Form 990 comment letter was previously submitted by the AHS system in August of 2007.
Accordingly, this correspondence is a follow-up to our earlier submission.

We understand that the IRS has redesigned the Form 990 based on three guiding principles,
namely enhancing transparency, promoting tax compliance, and minimizing the burden on the
filing organization. For each discussion item noted below, we have commented, as applicable,
with respect to our view of how that item assists in achieving one or more of the above-stated
IRS goals. We have also set forth in our comments below several recommendations for the
revision/deletion of certain Form 990 information requests. |

AHS would appreciate the opportunity to be a part of a face-to-face meeting with the IRS team
who is responsible for the Form 990 re-design to offer our insight and share our perspectives on
the proposed content of the Form 990 as it relates to hospital systems. With a deeper
understanding of the IRS’ objectives and goals with respect to the re-design of the Form 990, we
believe that AHS could offer the IRS practical information concerning hospital industry data,
including the accessibility of data and relevance to your stated goals.

Our comments below are grouped by topic/issue rather than by order of appearance within the

new draft Form 990. Each discussion item below is preceded by the identity of its location
within the draft Form 990.
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COMPENSATION REPORTING:

Schedule J, Page 1, Line 1, Column (C) — The draft instructions for this column indicate
that all deferrals of compensation should be reported in this column, including earnings
accrued on deferred amounts and/or increases (but not decreases) in actuarial value, if
any.

We do not understand why the total amount to be reported in column (C) would be

required to include earnings accrued on deferred amounts and/or increases in actuarial
values. Generally, once a deferred amount of compensation has been credited to a listed
person, the individual determines investment decisions concerning the amount and
particular investment fund in which he or she wishes to invest. Accordingly, the earnings
accrued on deferred amounts would vary depending upon the individual’s investment
choices and on investment market conditions, and would not reflect the true amount that
the tax-exempt organization provided as deferred compensation. Similarly, changes in
actuarial values are not reflective of the actual amount of deferred compensation provided
by the organization to the listed person and may vary depending upon a myriad of factors.
Many of these factors are outside the control of the exempt organization.

In our view, the inclusion of earnings and increases in actuarial value with respect to
deferred compensation may provide a misleading picture of deferred compensation
actually earned or credited to the listed person. Also we believe that inclusion of these
items makes comparisons between organizations and within one organization over time
less transparent because actual compensation is clouded by investment performance. It
would also seem that if increases in actuarial value were to be disclosed, that decreases in
actuarial value should also be disclosed in order to provide a complete picture of actuarial
changes.

Additionally, annual information concerning earnings and increases in actuarial value
with respect to an individual’s deferred compensation account is not typically readily
available to the tax-exempt organization that is the sponsor of the deferred compensation
plan. Gathering this data would often involve securing the information from a third-party
vendor who handles all administrative matters concerning the investment of funds on
behalf of employees.

In summary, we believe the inclusion of earnings and/or increases in actuarial value on a
deferred compensation amount allocable or set aside for a listed person is
administratively burdensome, and detracts from the public’s ability to compare deferred
compensation amounts provided by tax-exempt organizations to their directors, trustees,
key employees, and highly compensated employees due to the impact of market and other
risk factors.

Schedule J, Page 1, Line 1, Column (D) — This column asks for the reporting of all
nontaxable fringe benefits provided to the listed person, including fringe benefits
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excludable under IRC Section 132. The most common form of fringe benefits excludable
under IRC Section 132 includes de minimis fringe benefits, qualified employee
discounts, and working condition fringe benefits. Treasury Regulation §1.132-6(¢)
provides examples of benefits excludable as de minimis fringe benefits. These examples
include, among others, such items as occasional personal use of an employer’s copy
machine, group meals or picnics for employees and their guests, coffee, doughnuts, and
soft drinks, local telephone calls and flowers or similar property provided to employees

under special circumstances (on account of illness, outstanding performance, or family

Crisis).

Column (D) of Schedule J appears to be asking the exempt organization to both value and
track the total de minimis fringe benefits (and other fringe benefit categories set forth in
IRC § 132) provided to an individual who is listed in Schedule J. In our view, the
exclusion provided for de minimis fringe benefits was provided in order that employers
need not track and report as compensation those items provided to employees (or other
categories of workers as stipulated in the Regulations) that are so small as to make
accounting for them unreasonable or administratively impracticable. We do not
understand why exempt organizations should be treated differently and asked to track
such small items for certain listed individuals. This would be an extremely burdensome
requirement. Similar reasoning would apply to the other excludable categories of §132
fringe benefits.

In lieu of requiring the exempt organization to value and report all nontaxable fringe
benefits, we suggest that a new question be added to Schedule J to inquire as to whether
any of the listed persons received nontaxable fringe benefits that were not commensurate
with those provided to rank-and-file employees. Ifthe answer to that question were
positive, the exempt organization should be required to provide an explanation of those
differences.

Schedule J, Page I, Line 1, Coluran (E) — This column requires that the total amount of
nontaxable expense reimbursements be reported for each listed person. Similar to our
comments above with respect to column (D), we believe it is administratively
burdensome for an exempt organization to be required to compile and report each listed
person’s nontaxable expense reimbursements on an annual basis. Additionally, we are
not sure how useful this information will be with respect to transparency and
comparability. Certain listed individuals may incur significant amounts of business travel
while others may not. The appropriate reimbursement of such business-related expenses
incurred by listed persons under an accountable plan does not, in our view, provide
further detail with respect to a listed person’s total compensation as higher amounts of
nontaxable expense reimbursements may be necessary for those individuals who travel
significantly as a part of their job duties. System executive employees at a hospital
system, such as AHS, often travel a good deal in connection with their duties in providing
leadership to all of the subsidiary organizations within the system and, accordingly, may
incur larger amounts of business travel reimbursements than an executive at a tax-exempt
organization that operated one hospital at one campus site. As an example, AHS operates
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in ten different states and so system-level executives are often required to travel in
connection with fulfilling their job duties.

Rather than being required to report total nontaxable expense reimbursements provided to
all listed persons, we recommend that the IRS consider deleting column (D) and insetting
new questions into Schedule J that inquire about whether or not the organization
reimburses business-related expenses under an accountable plan and whether or not the
organization performs some internal audit function with respect to an annual review of
selected executives’ expense reports.

Page 2, Part I1, Section A, Line la — This section asks for compensation information with
respect to officers, directors, trustees, key employees, and highly compensated employees
and independent contractors. More specifically, the requested compensation information
must be provided for all former officers, key employees, or highest compensated
employees who receive more than $100,000 of reportable compensation from the
organization and any related organization.

We ask that the IRS reconsider the inclusion in this section of former highest
compensated employees who received more than $100,000 of reportable compensation
from the organization in the reporting year unless such persons would be considered
disqualified persons under the intermediate sanctions provisions. In the case of former
highest compensated employees who are not considered disqualified persons, we do not
understand why the disclosure of current year compensation for such persons would be
necessary. We are not aware of any statutory authority that would require a disclosure of
such information. Compliance with this category of employees would require a separate
tracking of the top five highest paid employees for each of the years in the five-year look-
back period, adding to the administrative burden of completing Section A.

Page 1, Part I, Line 7 — This line item asks for the highest compensation amount reported
on Part II, Section A. We understand that Part I of the draft Form 990 is intended to
provide a summary of other information detailed in the return. We wish to express our
concern that with respect to question #7, the amount of compensation required to be
reported may highlight one number out of context. For example, a key employee may
receive a distribution from a non-qualified deferred compensation plan in any given year
that would be reported in Box 5 of Form W-2. The inclusion of the deferred
compensation distribution could result in a total compensation amount that, if reported
separately on page one of Form 990 without the benefit of additional explanation, could
be misinterpreted or misunderstood. We recommend that this line item be removed from
Section 1 of Part 1.

Page I, Part I, Line 8a & b — These two items will provide a percentage of the
organization’s total program services expense that is represented by officer, director,
trustee, and other key employee compensation. As in our remarks above concerning item
#7 in this Part I, we believe that differences among organizations will provide a wide
range of percentages in response to this question. The AHS system, not unlike other
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hospital systems, employs all system-wide executives (CEOs, CFOs, etc.) and reports
such executives’ compensation on its payroll. Accordingly, its percentage of
compensation for officers, directors and key employees compared to its total program
services expense is likely to be higher than the percentage reported by one of its
subsidiary hospital organizations. The potential wide range of responses to this question
depending upon an organization’s structure and operations will not provide sound or
meaningful comparisons with respect to compensation practices among tax-exempt
organizations. We recommend that this question be removed from Section I of Part I.

Schedule J, Lines 4 & 5 — These two lines ask whether or not the organization paid or
accrued any compensation to the persons listed above that was determined in whole, or in
part, by the revenues or net earnings of the organization or any related organization. We
request that the IRS provide a clarification to these two line items as to whether or not
compensation arrangements that would be considered fixed payments as defined in IRC
§4958 would be intended to not give rise to a positive response to these two questions.

GOVERNANCE, MANAGEMENT, & FINANCIAL REPORTING:

This Part III of the draft Form 990 appears to primarily seek information about policies,
procedures, and practices of the reporting organization that are not statutorily required, but are
representative of “best practices”. We suggest that the information requested in this Part I1I be
segregated into two different sub-headings, namely one sub-heading for “Statutory
Requirements” and a second for “Best Practices”. This segregation will assist a reviewer of the
Form 990 to distinguish between those policies and procedures that are required under the law
versus those that represent best practices.

Page 4, Part 111, Line 3b ~ This item asks for the number of transactions that the
organization reviewed under its written conflict of interest policy and related procedures
during the year. An annual determination of this number would require additional
tracking and monitoring that would, in our view, not produce a meaningful number as a
result of the tracking. We believe that the meaning of the word “reviewed” in this
question could be interpreted differently by organizations unless further clarification is
provided by the IRS. It would also appear that the number of transactions reviewed
under an organization’s conflict of interest policy may vary significantly depending upon
the particular operations and activities of the reporting organization. The wide range of
potential responses to this question will not, in our opinion, provide any meaningful
information to a reviewer of the Form 990.

Page 4, Part III, Lines 4 & 5 — These two lines inquire about whether or not the
organization has a written whistleblower policy and/or a written document retention and
destruction policy. While the existence of these two types of policies constitutes good
management/governance practices, the existence of written policies is not required for
income tax exemption under IRC §501(c)(3). It is our view that information that is of
interest to the IRS with respect to data-gathering be compiled through a means other than
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the annual Form 990. The Form 990 should generally be restricted to seeking
information that relates to current IRS standards concerning exemption.

Page 4, Part II1, Line 11 — This question asks whether or not, and by what method, the
organization makes available to the public its governing documents, conflict of interest
policy, Form 990, Form 990-T, financial statements and audit report. As noted above
with respect to lines 4 and 5, the information requested in this question appears to be
related to IRS data-gathering with respect to all of the listed items except for the Form
990 and Form 990-T which are currently required to be made available to the general
public. It is our view that the information requested in the question (other than with
respect to the Form 990 and 990-T) should be solicited by the IRS through questionnaires
and other correspondence. We are of the opinion that this questlon should be revised to
include only the Form 990 and Form 990-T availability. :

SCHEDULE K — SUPPLEMENTAL INFORMATION ON TAX EXEMPT BONDS

Schedule K, Page 1, Part I - This schedule appears to have been developed from the
perspective of a stand-alone entity with a series of single purpose bond issues. We
believe that we have a robust post issuance compliance process in place and are
continuing to enhance it each year. Even with the system we have in place we see a huge
administrative burden in complying with this schedule. AHS would love to see some
examples of how you would treat our situation. Any given bond issue at our organization
can be allocated to one, all, or somewhere in between of our 35 hospitals and 17 nursing
homes. At any location there can be multiple projects and hundreds of equipment
purchases that are financed with the bond proceeds. The request to provide even
summarized detail and corresponding placed in service information is going to be a
significant undertaking for each bond issue. Extrapolate this to approximately 100
outstanding bond issues and defiance escrows and you start to get a picture of what kind
of burden we are looking at. When you couple this schedule with the significant
compliance burden of the other parts of the revised Form 990, we believe that at a
minimum this Schedule should be implemented at least two years following the adoption
of the new revised Form 990.

Schedule K, Page 2, Part [II - Line 4 indicates that if an affirmative answer is given to
Lines 2a and 3a related to management contracts and research agreements, then the
highest percentage of the project subject to the agreements is to be reported. In our
opinion this question should be deleted since it is asking for a report on use that meets
safe harbors established by the IRS. In our system, we have hundreds if not thousands of
contracts that meet the specified safe harbors and it would be administratively
burdensome as well as absolutely irrelevant to summarize the use of space under these
confracts.

Schedule K, Page 2, Part 11, Line 5 - Similar to the comment above, the requested
reporting of the use of facilities may not qualify as private use based on regulatory
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exceptions. We would suggest limiting the disclosure to uses that result in private use to
limit the administrative burden on taxpayers.

SCHEDULE H— HOSPITAL:

.

Schedule H, Page 1, Part I, Community Benefit Report — As noted in our prior
submission of comments to the IRS with respect to the redesigned Form 990, we are of
the opinion that the unreimbursed costs of providing medical care to the elderly
community that are covered by the Medicare program should be considered part of the
benefit provided to the community by tax-exempt hospitals. Tax-exempt hospitals are
required to participate in the Medicare and Medicaid programs and so must accept
Medicare and Medicaid reimbursement rates for the services they provide to patients who
are covered beneficiaries of these programs. Serving these patients is a part of the benefit
that tax-exempt hospitals provide to their communities and should be reported as a
component of community benefit. We refer you to our previous submission of
preliminary comments, dated August 8, 2007, for an expanded discussion of this issue.

Schedule H, Page 1, Part I, Line 7, Other Community Benefits — This line item asks for
certain information for subsidized health services. The instructions for Schedule H, Part
I, line 7 define subsidized health services as clinical services provided despite a financial
loss, when the financial loss is so significant that negative margins remain after removing
the amounts of charity care and Medicaid shortfalls. We are of the opinion that this
item, as currently defined, is open to varying interpretations. We believe that the intent
of this line item is to capture information concerning an organization’s unreimbursed
costs of providing certain clearly identifiable community health programs, such as
urgent-care clinics, specialty care clinics located in low-income neighborhoods, burn
units located within a hospital, and organ transplant programs operated by a hospital.
Our recommendation is that the IRS clarify the definition of subsidized health services to
capture what we believe is their intent of what should be reported on this line and to
provide examples of the type of programs/services that should be reported.

Schedule H, Page 1, Part I - For each community benefit line item in this section under
the heading of “Charity Care” or “Other Benefits”, column (a) asks for the number of
activities or programs conducted. It is our opinion that determining the annual number
of activities or programs conducted for any of the community benefit items listed in the
rows of Part ] will be very subjective and subject to varying interpretations. For example,
in determining the number of activities or programs conducted in connection with
research, a hospital could consider its total research program at any particular hospital
site as one activity. Alternatively, it may treat research conducted for various disease
conditions to be separate activities even though all the research is performed at a single
hospital campus. For example, cardiac research may be treated as one activity and
diabetes research may be considered a separate activity. Alternatively, a hospital could
determine that each separate research project (clinical trial) should be considered a
separate activity. Accordingly, there could be widely disparate answers to this item. We
do not believe that the number of activities has any relevant bearing on the other data
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collected. We do not see the correlation between the number and the amount of benefit
provided. It is our recommendation that the IRS remove column (a) from Part I of
Schedule H.

e Schedule H, Page 2, Part V — This section requires the organization to provide the name
and address of each of the organization’s facilities. In addition, for each facility, the type
of service provided at the facility and a description of the activities and programs

“conducted at the facility must be set forth. We recommend that the IRS revise its
definition of “facility” for purposes of this section of Schedule H to only require a
separate listing of individual hospital campus sites, along with a reporting of the total
number of other outpatient facilities by type (i.e. outpatient surgery centers, physician
practice clinic sites, lmagmg centers). A requirement to list out any and all sites where
hospital or medical care is provided will be burdensome in terms of gathermg and
reporting this information each year. As an example, a large hospital operating several
campuses may also own and operate a number of clinic sites, imaging sites, and
outpatient physician practice sites. The time anticipated to be involved in gathering this
data and reporting it does not appear to be warranted in terms of providing the public
with additional information about the scope of a hospital organization’s activities. As an
example, it would seem that the public would be just as well informed about the
organization’s general activities/programs to know that Hospital X operates three
outpatient imaging centers, twenty physician practice sites, and two outpatient surgery
centers as it would if all 25 of these facilities were listed individually.

ddeok gk

We appreciate being given the opportunity to submit these comments to you. Thank you for
consideration of the recommended changes that are set forth in the narrative above.

Very truly yours,

Chief mancxal Officer

%C-M

Lynn C. Addiscott
Senior Tax Officer
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Mr. Ronald Sehultz |

Senior Technical Advisor for Tax-Exempt and Government Entities
Internal Revenue Service

111 Constitution Avenue, N.W.

Washington, D. C. 20224

Dear Mr. Schuitz:

On behalf of Adventist Health System, [ am providing ourpreliminary comments
to the proposed changes to IRS Form 990. Our major areas of concern have to
do'with the inclusion of Medicare shortfalls, capital investments that serve the
community, and cash reserves.

During a-conference call on June 28, IRS staff said it was not IRS’s intent o
change the current community. benefit:standard for fax-exempt hospitals, but
rather to-better quantify that standard. We applaud that effort. We also firmly
believe that any revisions to the 990 should reflect those elements consistent.
with IR8 Rulings 56-185: afid 69-545, and expanded upor in'IRS Ruling 83-157.
These are the major historic revenue rulings oh tax-exempt hospitals that have.
guided community benefit reporting for almost 40 years.

Ourirst concern with the revised form isthe ‘exclusion of Medicare shortfalls as
community benefit. Ruling 69-545 expressly fequires hospitals to participate in
the Medicare ‘and Medicaid programs as'a condition of tax-exemption. As a
result, shortfalls.in these programs remain an integral part.of the community
benefit standard. Ruling 83-157 says, “Other sighificant fastors, however,
including....treatment of persons paying.their bills with the aid of public programs
like Medicaid and Medicare... indicate that the hospitat is operating exclusively
to the benefit of the community.” ltis absolutely consistent with both IRS rulings
that tax-exempt hospitals report shoitfalls in Medicare when quantifying
community benefit. Canversely, excluding Medicare shortfalls is not consistent
with either ruling, and effectively removes the expectation that tax-exempt not-
far-profits participate in Medicare. '

We believe you may have relied in part on the Catholic Health Association’s
recommendations on-Medicare shortfalls. CHA takes a. limited view of
community-benefit owing to their unigue religious mission. As a faith-based
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health system ourselves, Adventist Health System does not believe that one view
of mission should be imposed upon a whole industry, especially when that view
is inconsistent with established IRS policy. The American Hospital Association
also favors the inclusion of Medicare shortfalls in community benefit reporting.

Revenue Ruling 83-157 defines the indicatars for hospitals operating exclusively
for the benefit of the community (as opposed to for-profit entities that operate for
the benefit of the owners or shareholders). These indicators include an open
medical staff policy and, as discussed, Medicaid and Medicare shortfatls (69-545
and 83-157). Otherindicators include exscutive compensation (56-185), charity
and discounted care to the uninsured (56-185, 69-545 and 83-157), and the
application of surplus cash to expenditures for facilities, equipment, patient care,
medical training, education and research (56-185and 83-157).

Specifically, Ruling 83-157 says notfor-profit, tax-exempt hospitals sHould apply
“any surplus to improving facilities.” We agree. Within prudent business
operating principles, not-for-profit hospitals should expend their surpluses for
facilities, equipment, programs, etc., over time and for the benefit of the
community. We suggest that hospitals report their spending on facilities,
equipment and programs in multi-year totals in order to truly reflect planning and
capital investment cycles. A five-year rolling aggregated number would be
appropriate. '

The issue of cash reserves is our final concern. Tax-exempt hospitals shotild not
retain excess cash beyond that required for sound ratings in the tax-exempt
finance market, We suggest that hospitals report their cash-on-hand to the IRS,
and that cash-on-hand be limited to 275-300 days in reserves, Extra reserves
could be:subject to a surtax if not spent within a year for capital or program
enhancements. The reporting of cash=on-hand and capital spending would. allow
for clear financial accauntability for institutions that should be operating for the
benefit of their cemmunities.

Adventist-Health 8ystem will also have some technical comments to make on
some of the schedules and calculations. We will forward those in separate
correspondence,

Thank you.in advance for your attention to our recommendations. 1f you would
like to discuss our comments, please do not hesitate to call me at 407-303-1607.

Sincerely,
Richard E. Morrison
Corporate Vice President
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